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In the Record 


The Underside of Prosperity 


The unemployment problem is touched upon in two 
articles in this issue (see page 90 and page 110). The 
undeniable fact that it has been increasing darkens current 
business statistics (just as lowered inventories highlight 
prospects for increased output and a demand for workers) . 
It would seem from the evidence at hand that increasing 
‘numbers of women are seeking work—thus swelling the 
‘labor force. Another factor is a larger number of youths 
than usual looking for their first regular jobs. The question 
is raised if new jobs will continue to fall below the yearly 
net additions to the labor force, thus creating an ever- 
larger unemployment pool. If this happens, and the un- 
employed figure rises much higher than it was in January, 
the problem may become, through pressure, political as 
well as economic. 

@ e e 


Dressing Up for Easter 


A well-dressed populace for Easter can be expected, ac- 
cording to a study of the apparel market contained in this 
issue of The Business Record (see page 98). On the re- 
tail side, merchants have cleared out most of their old stuff 
-and have been keeping manufacturers busy. On the con- 
sumer side, incomes are good and veterans’ insurance divi- 
dends will partly be spent on clothes. A survey of clothing 
sales as they developed last year and so far in 1950 is to 
be found in “Clothing Sales on the Upturn?” 


More Power To You! 


More capital expenditures means, of course, more em- 
ployment, output and earnings in the durable goods sector 
of the economy. Some sustaining of industrial activity in 
this sector will be made by the electric utilities this year. 
It may, in fact, be the most important expansion factor. 
Two reasons are given in the article on page 95 for this 
‘growth. One is that we tend to use more and more power 
each succeeding year. The second reason is that expansion 
to meet this growing demand lagged during the hectic war 
years and the utility industry is still catching up. 

ee 


Profits Are Profits—Or Are They? 


Profits figures of American industry as a whole are essen- 
tial business statistics—both for the record and as indi- 
cators of things to come. The same holds true of single- 
industry analyses. Yet, like all aggregates and averages, the 
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results often hide startling divergencies and disparities. In 
a single industry—despite American  standardization— 
profits of some companies are relatively huge while in others 
they are small or nonexistent. Similar disparities exist from 
one industry to another. To add to the confusion, different 
methods of computing profits are practiced among com- 
panies. For the larger-size picture, there is still more con- 
fusion, since substantial differences occur in the profits 
figures as reported by, say, the Federal Reserve, the 
SEC-FTC, and the Department of Commerce in their regu- 
lar sample series. These differences are discussed in the 
article beginning on page 116 of this issue. 


A Productive Productivity Day 


Tue CoNnFERENCE Boarp is holding an all-day conference 
on “Productivity: Men, Management and Machines” at the 
Waldorf-Astoria Hotel in New York City on March 23. 
Sessions will start at 9:30 in the morning and will continue 
throughout the day and into the evening. Productivity is 
an important subject and a tough one. Readers of The 
Business Record who are planning to attend this conference 
will incidentally find some preparation for the discussions 
in the article in this issue starting on page 114. This con- 
tinues the discussion started in the February issue in the 
article, “Man-hour Output in Manufacturing.” Also still 
worth reading is the article which appeared in the Febru- 
ary, 1949, issue on “A Look at the Productivity Record.” 
How the experts agree and disagree can also be explored 
in “The ‘Miracle’ of Productivity”—an evening with the 
economists as set down in print in Tue ConrerENcE Boarp’s 
Studies in Business Economics, Number Nine. 


Responsibility to Stockholders 


From a news item in the New York Herald Tribune: 


“Stockholders of the United States Steel Corporation voted their 
overwhelming approval today of the employee pension and in- 
surance program... . Ina five-hour meeting. . . the stockholders 
ratified the agreement to pay pensions and insurance benefits to 
300,000 active and retired employees . . . at an estimated increase 
of $67,500,000 in annual operating costs... .” 

If you want to know when and under what conditions the 
board of directors makes it a practice to seek stockholder 
action on problems that it may possess authority to handle 
by itself, turn to page 103 for a summary of the results of 
the survey made by THe Conrerence Boarp on this subject. 
Answers by industry leaders are extracted starting on 


page 121. 
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Business Highlights 


Stocks, Steel and Indo-China 


WO months—and the New Year’s forecasts for 

1950 have been mostly filed away and the details 
largely forgotten. All except the general and ma- 
jority prognosis of a good first half year and a 
dubious second half. So against that background, the 
question of the day is once more a simple “How’s 
business?” 

On the face of business statistics, the simplest 
answer is “On the up and up.” The first half so 
far is shaping up broadly as expected. Over-all aver- 
ages or totals of output, prices, sales, and profits 
are still showing minus signs as compared with a year 
ago. But the losses are considerably smaller than 
they were a few months back. Industrial production 
is off less than 5% from early 1949—instead of 15%. 
Department store sales are within touching distance 
of year-ago totals, not down 15%. Even wholesale 
prices are down only 6% as against a drop of 9% 
six months back. 

Even if business just holds its present level, the 
year-ago comparisons are likely to look better and 
better in coming months. For the spring of 1949 was 
a period of sharp recession. For example, industrial 
output fell from an index of 195 late in 1948 to one 
of 161 in July, 1949. If it just holds to its present 
level of around 180, it will soon overtake last year’s 
figures. 

Indeed, a good many single industries and individ- 
ual business indicators are now running ahead of this 
time a year ago. Automobiles and construction, paper 
and paperboard are examples. So are bank debits 
and stock prices. 

But the simple answers, of course, are not enough. 
What underlies the recovery? What does the 1950 
record to date suggest for coming quarters? How 
much is the upswing being fed just by inventory re- 
placement? How solid is its basis in retail sales and 
capital expenditures? What are the trends in steel, 
automobiles, building—in soft goods? 


THE STORY SO FAR 


Events thus far in 1950—indeed, since the start of 
recovery in mid-1949—do not make for easy an- 
swers. Strikes have again upset some patterns and 
deferred the saturation of certain demands. Coal, 
steel, and autos—for instance—will now be a longer 
time in catching up on strike losses. 

Unusually warm weather during much of the winter 
in large parts of the nation has also altered usual pat- 
terns in apparel, petroleum, building. And in any case 


this period is the seasonal low point for car sales, for 
housing starts, for capital outlays, for soft goods buy- 
ing, and for other key sectors of the economy. De- 
tailed analysis can give some strong hints and throw 
much light on parts of the economy—but few over-all 
answers. 

And two of the standard over-all indicators of the 
underlying health of business conditions give con- 
flicting answers right now: Both stock prices and un- 
employment have been rising spectacularly. This 
anomaly is almost typical of the present business 
scene in which many factors point in opposite direc- 
tions for the period ahead. Neither indicator serves 
any longer as a sure-fire, over-all prognosticator. Each 
responds to special influences. Yet each points up 
trends of possible business strength and weakness. 


ABOUT THE STOCK MARKET 


On the record, stock prices long since have lost 
their value as a business forecaster.1 Rarely have 
stocks and business moved together—ever since the 
1937-1938 recession and recovery. First in 1938—so 
long ago?—there was Munich; and in 1939 war 
nerves again. Stocks receded while business rose. 
Then war started stocks up for a time, but the fall 
of France brought them down with a crash, and the 
decline lasted until March, 1942, perhaps the low 
point of Allied fortunes in World War II. Meanwhile, 
business rose. Afterwards, stocks advanced right up 
to the end of the war. And then, as production fell 
during reconversion and strikes, stocks soared—only 
to start down again as soon as the postwar business 
boom really got under way. Just since mid-1949 have 
stocks and business been moving together again. 

Analytically as well as historically, stock prices 
cannot be taken as a clear index of business pros- 
pects, for at least two reasons. One is the fact that 
only the “blue chips” have advanced so fast and so 
high while most stocks have trailed behind.? A pos- 
sible explanation for that is the much better profits 
performance of large corporations than of all business 
in the last year or two (see page 116). 

Another reason has to do with the theory behind} 
the stock market’s historical performance as a busi- 
ness forecaster. The obvious rationale is that invest- 
ors buy or sell on the basis of their expectations for 
future business activity and so future profits. Yet the 

1See “The Stock Market—Prophet or Historian?” The Business 
Record, Oct., 1946, pp. 395-412. 

*See the January Business Record, page 9. 
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record of the market as business prophet was best in 
the first three or four decades of the century—before 

the kit of statistical tools for the business analyst 
was filled in the last ten or fifteen years. Stocks hit 
the mark best in the dark. 

_ But another theory views the market as forecaster 
in the past by reason of its intimate relation with 
bonds, interest rates, credit expansion, money de- 

mand and the supply of money. In that sense, the 

stock market is primarily a money market. There 
once was a time when the ebb and flow of the tide of 

-business—and of its financing needs for inventories or 
capital outlays—was felt promptly and sensitively in 
‘the money markets. And perhaps it was thus that 
stocks performed as forecaster—not by investors’ 
conscious appraisal of prospects but by their imme- 
diate reactions to the changes in the money markets 

that prefaced business fluctuations. On that theory, 

there is nothing astonishing in the stock market’s be- 
havior of late. For the hand of government is felt 
strongly in the money markets now and what hap- 
pens in them is no longer so closely tied up with 
business changes. Bond prices have been rising and 
yields falling since late spring 1949, as needs of busi- 

‘ness for funds has lessened but mainly as govern- 
mental debt and credit policy has changed. 

Nonetheless, stock prices may yet foreshadow the 
future of business because of the role they always play 


INDE X 
NUMBERS 


in helping to shape that future. Rising security 
prices undeniably strengthen confidence, broaden 
markets for new loan and equity issues, and so in the 
end may stimulate capital outlays. 


AS TO UNEMPLOYMENT 


But unemployment may similarly act on the out- 
look. The total of idle rose by one million in Jan- 
uary to a postwar high of 4.5 million, and the usual 
seasonal rise may have carried it last month close 
to the “trigger” level of five million. Much of the rise 
was usual during the winter closedown of agriculture, 
construction and other outdoor work, and after the 
Christmas rush at stores and post offices. But the in- 
crease went beyond usual seasonal trends. 

Has unemployment advanced so far because em- 
ployment has eased so much since the postwar high 
in 1948? The Bureau of Labor Statistics figure on 
total nonfarm jobs shows a decline of about 1.5 mil- 
lion from the high. But the Bureau of the Census fig- 
ure for nonfarm jobs indicates a dip of only a few hun- 
dred thousand. And since Census is responsible for 
the unemployment estimate, its statistical technique 
must get the nod on this puzzling question. No, lower 
employment is not the main factor behind the in- 
crease in joblessness. 

An unusual expansion of the labor force seems to 
be responsible. For example, in past years the total 


Stocks, Business and Unemployment—Fifteen Years of Divergent Trends 
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labor force has declined by an average of 3.5 million 
from its seasonal high in summer, when vacationing 
youngsters are holding or seeking temporary jobs, to 
its seasonal low the following winter when they are 
back in school and many farmers and carpenters and 
lumberjacks also are awaiting warm weather. Yet 
over those months in the past year, the labor force 
declined by only 2.5 million. This is no precise meas- 
ure of abnormal seasonal movement in the labor force 
—for which there is no accurate seasonal correction— 
but only an indication of trends. 

Apparently, the main recent factor in the unem- 
ployment rise is that more and more women have 
been going back to work. A great many wartime 
“Rosie the riveters” left their war jobs in 1945 and 
1946. But nearly two million women have come back 
into the labor market in the past three years—an 
abnormal increase. And the number of women work- 
ers and other jobseekers has been increasing es- 
pecially rapidly in recent months. 

Hence unemployment, too, today lacks much of its 
usual value as an over-all business indicator. For its 
current rise stems less from a business decline than 
from a new labor-force trend. 

Yet that trend itself may create cause for concern. 
The postwar labor force has never returned to its 
prewar “normal” trends. Reasons for that go back 
to a complex of social and economic factors—for one, 
how the war revolutionized American social conven- 
tions with regard to older married women working. 
The new trend may serve to carry unemployment 
higher in the next year for reasons having little to do 
with business conditions. Added to the normal growth 
in the labor force and the normal displacement of 
labor by improved productivity, they may exacerbate 
unemployment into a serious social and_ political 
rather than economic problem before the year is out. 
With the present climate in Washington, that could 
lead to new pressures for federal jobmaking via in- 
creased deficit spending, with its attendant effects on 
the government budget and business confidence. 


WHAT MIGHT HAPPEN 


It takes but a moment with pencil and paper to 
calculate what the hypothetical dimensions of unem- 
ployment a year from now might be. Add together (1) 


a normal growth in the labor force of over half a - 


million in a year; (2) a possible further abnormal in- 
crease in jobseeking by women and veterans now in 
school; (3) a normal improvement in productivity of 
1% or 142% among nearly 60 million employed. 
Those three factors conceivably could in a year in- 
crease unemployment by 114 million to 2 million if 
business activity does not rise. That would make for 
a seasonal peak in the number of idle of six million 
to seven million. Should business activity by then 
See p. 110. 


- Inventory Decline Slows Down 
Billions of Dollars; Seasonally Adjusted; End of quarter 
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Sources: Department of Commerce; Tot CONFERENCE BoaRD 
_ Note: “Calculated” inventories are based on the (regression) relationship betwee 
inventories and sales two quarters earlier in the period 1926-1940 described in th 


April, 1949, Survey of Current Business. Hence, from the equation, sales in the las 
two quarters of 1949 yield “calculated” inventories for the first half of 1950. 


slip even a little, instead of advancing, the problen 
of the jobless theoretically could mount by a millio. 
or two million more. 

It takes no political oracle to expect that if thi 
comes to pass—if labor force trends do not revers 
or business activity itself does not advance—publi 
pressure for federal spending might then mount. Pub 
lic goals might be phrased in terms of “creating” sa; 
three, four, or five million jobs. Keynesian Fair Dea 
economists might then compute how much spendin 
was needed—on various assumptions as to whethe 
$1 of federal spending would “multiply” into $1 o 
$2 or $3 of total pump-priming effect. And the pre 
posals for federal stimulus might then cumulate int 
anything from $5 billion to $20 billion more of gov 
ernment expenditures—on top of the present $5 bil 
lion-plus annual federal budgetary deficit. Thi: 
then, is the possible longer-range implication to bus’ 
ness of mounting unemployment, even if owing t 
unusual social-economic trends in the labor force. 


OTHER CROSS CURRENTS 


In its more immediate course, business has entere 
a period of cross currents in a variety of markets an 
industries. They arise largely from the varying re 
lations among industries between production and cor 
sumption as they affect inventory changes. 

Much of the over-all business recovery since mic 
1949 stems from a reversal of inventory policy fror 
curtailment to at least replacement. This is plain bot 
from the slowdown during the fourth quarter in th 
over-all inventory decline and from the narrowin 
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margin between actual inventories and inventory 
needs calculated from business sales (see chart on 
preceding page) . 
But patterns among industries have been compli- 
cated by strikes and unseasonable weather. For exam- 
ple, stocks of steel were depleted by the autumn strike, 
coal stocks by the winter-long stoppages, and cars by 
the steel pich and the model change-over late last 
year coupled with sustained sales. Consequently, dur- 
able goods inventories declined steadily in the second 
half of 1949—by 10% altogether in dollar book value. 
‘Stocks of nondurables increased 2% between late 
summer and the year-end, so rapid was the rise in 
output. Warm weather helped to pile up petroleum, 
textile, and even food stocks. 


A Lot Depends on Steel 


The key question about inventories today, of 
course, is how soon current steel output will rebuild 
stock piles and then let down. To help answer it, 
Tue ConrereENcE Boarp has made some rough esti- 
mates of steel consumption versus production (see 
chart). Consumption was estimated from Federal 
Reserve indexes for four major industries—automo- 
biles, machinery, other transportation equipment, and 
fabricated steel products—which account for two 
thirds of total steel use. Consumption compared with 
production indicated, first, the buildup of inventory 


during most of 1949, and then its depletion in the 
fourth quarter. For the first half of 1950, automobile 
companies’ schedules, government estimates of con- 
struction volume, recent rates of machinery activity, 
capital expenditure plans of various industries, and 
similar data were translated into consumption esti- 
mates, with allowance for catching up on minor out- 
put losses among steel consumers late in 1949 owing 
to the steel pinch. 

These estimates suggest that current steel consump- 
tion amounts to a bit less than 80% of current ca- 
pacity (translated from finished steel to ingots). On 
this basis, how long would it take the steel mills to 
rebuild steel consumers’ inventories to their prestrike 
levels? If the mills operated at an average of 95% 
of capacity, it would take sixteen weeks of 1950; if 
they averaged 90% of current capacity, it would take 
the first twenty-four weeks of the year. For the 
first six weeks of 1950 the mills averaged 92.5% of ca- 
pacity operations. At this rate, it would take about 
twenty weeks to rebuild stocks to prestrike levels. 
In so far as prestrike stocks had been built above 
normal in fear of the strike, it would take somewhat 
less time to rebuild stocks to normal. In so far as the 
coal pinch cut steel operations, it would take longer— 
a week for every 10% of a week’s operations lost. 

All these projections serve to foreshadow a drop in 
the steelmaking rate during the second quarter or at 


How Long Will Stock Piling by Industry Bolster Steel Output? 
Millions of Tons of Finished Steel Quarterly 
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This chart compares output 
and use of steel. Black areas 
show when output topped 
use and inventories rose— 17 
as in early 1949. White 
areas show when output fell 
below use—as in last 
autumn’s strike—and inven- 
tories were depleted. Query: 
How soon will output make 
good the strike losses and 
then let down? That hangs 
on (1) what steel use is now; 15 
(2) how high production 
runs. The Conference Board 
estimates current use at 
19% of capacity (see text). 
If output runs at average 14 
of 95% of capacity, it would 
rebuild stocks in about six- 
teen weeks. If, owing to 
the coal strike or other 
factors, it averages only 90% 13 
of capacity, it would rebuild 
stocks in about twenty-four 
weeks. 
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Sources: American Iron and Steel Institute; Taz ConrerEence Boarp 
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the end of it. Naturally, too many qualifications 
surround the consumption estimate, the future oper- 
ating rate, and inventory policy to allow any precise 
forecast. 

As for coal, were five-day operations sustained 
at the former 12-million-ton weekly output rate, 
substantial stocks could be rebuilt in four or five 
months. Lower production would take longer to 
rebuild inventories; adequate stocks could be piled 
up sooner. 

In automobiles, strikes have again complicated in- 
ventory-period estimates. These are also much less 
firm because sales in this case are less predictable. 
However, carmakers had planned record first-half as- 
semblies both to meet the usual spring-summer sales 
bulge and to rebuild dealers’ stocks from the eighteen- 
month low at which they started the year. 

Among nondurable goods, textile and apparel pro- 
duction and inventories have diverged. Textile out- 
put has been high in recent months, while apparel 
output has sagged.1 Consequently, apparel invento- 
ries have shrunk, while textiles have begun to pile 
up in the hands of converters and middlemen, and 
orders in both rayon and cotton goods markets have 
slowed down in recent weeks. Owing to these cross 
currents, it is plainly impossible to say if textile out- 
put has been outrunning ultimate consumption in the 
form of retail sales of apparel made from textiles. 
The inventory trends by themselves would suggest a 
slowdown in materials production and a speedup in 
garment cutting. 

Adding up total inventory and production trends, 
it would appear: that inventories were declining rap- 
idly in the third quarter of 1949 when the Federal 
Reserve production index was averaging less than 
170; that inventories were declining slightly in the 
fourth quarter when production was averaging just 
over 170; and that inventories have been rising thus 
far this year when production has been running at an 
index of over 180. It would also appear that the short- 
run inventory-rebuilding phase of the recovery will be 
largely completed by midyear. But inventory de- 
mand, of course, is only one factor in the business 
outlook. 


NEW FAR EAST POLICY 


For the longer run, the month brought steps toward 
the possible development of a new American policy 
in Asia which may have broad economic implications. 


eSeveral broad policy statements were made by 
Secretary Acheson. 


eAmerican diplomats conferred on policy with 
Ambassador Jessup at Bangkok. 


eA military delegation headed by General Bradley 
returned from a Pacific inspection tour with reported 


See p. 98. 


recommendations for United States defense aid to 
southeast Asia. 


e The Export-Import Bank granted the new United 
States of Indonesia a $100 million loan with unusual 
speed. 


e The United States and England extended recogni- 
tion to the new regime of Bao Dai in Indo-China, while 
the Soviet Union and China recognized the rival regime 
of Ho Chi Minh. 


Indo-China right now is in the news. Communist 
China now borders that country, Burma, and Thai- 
land. Of the three, Burma and especially Indo-China 
are torn by communist-led revolts. This three- 
nation area is the rice paddy of Asia—accounting for 
two thirds of the world’s total prewar exports of rice, 
most of which went to India, Japan and other coun- 
tries in Asia. Thailand’s rice output, but not export, 
now tops prewar levels, while those of the two other 
war-torn nations are down, which is one reason for 
current food shortages in Asia. But the rice paddy is 
in any case a rich prize. 

There is talk now of the civil war in Indo-China 
turning into another Spain or another Greece, with 
each of the two sides strongly backed by one of the 
two worlds. Military and economic aid to Greece 
alone has run toward a billion-dollar total. 

Large-scale economic aid to back a new policy in 
Asia ultimately might include much beyond the re- 
cent loan to Indonesia and support to Indo-China. 
Southern Asia as a whole ran a trade deficit with 
the rest of the world of nearly $1 billion in 1947, 
which narrowed in 1948 and expanded again in 1949. 
Meanwhile, the area’s deficit with the United States 
declined owing to the exhaustion of gold and dollar 
balances and the curtailment of dollar releases from 
Britain and other countries of western Europe. Yet 
needs for food, raw materials, and capital equipment 
remain large. Obviously, the potential scope of aid to 
Asia could run into the billion-dollar category. 

It is true that, meanwhile, American commitments 
to Japan, Korea, China, and the Philippines are de- 
clining substantially. Hence a new aid policy in 
southeast Asia does not necessarily mean an over-all 
rise in total costs of aid to Asia, much less in total 
foreign aid. Yet if a new policy is in the making, and 
if it is pressed, it can plainly add up to a large total 
of loans and grants. And conceivably, for the longer 
run, it might amount to an important new factor in 
the business outlook. 

Certainly the new Chinese-Russian pact—the fruits 
of the sixty days of Mao Tse-tung in Moscow—did 
not encourage the State Department in any hopes 
that the need for a new Asia policy might be elim- 
inated by an early swing toward Titoism in that 
newest of the “people’s republics.” 


Sanrorp S. Parker 
Division of Business Economics 
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How Long Will Electric Capacity Expand? 


XPENDITURES for plant and equipment by 

electric utilities in 1950 will reach $2.2 billion 
—about the same as the level reached in 1949. In terms 
of national impact, they will exceed last year’s—over 
18% of total capital outlays as against 16% in 1949. 
That will be by far the most important “shot” into 
the economy by private business. 
_ This large chunk of investment will add about 6.3 
sillion kilowatts of new capacity to existing equip- 
ment, again about the same as last year. 

There is also talk of equally large expansions by 
the utilities in coming years. Electrical World already 
»stimates additions of 6.0 billion kw. for 1951, and at 
east 4.0 billion kw. for 1952. 


WHAT MADE THE GROWTH 


Two factors lie behind this rapid expansion. One 
's the steady long-term growth in the use of electric 
power. Second is the fact that during and after the 
ar, power loads increased so fast that it was impos- 
ible to maintain adequate power margins. 

Reserve margins of capacity over nonrecurring peak 
oads dropped from 35% in 1939 to 5% in 1948. Dur- 
ng this period, many spot shortages of electric power 
ecurred. Building of equipment on any sizable scale, 
f course, did not begin until 1946. 

Electric utilities are still trying to catch up with a 
uge demand growth and get their reserve margins 
t least up to the 15% that is considered desirable 
nder present conditions of technology. At the same 
‘ime, the need to restore reserve requirements, which 
existed up to now, has been reason enough to sup- 
port the large-scale additions to capacity. But how 
ong utility expansion can go on at these high levels 
eyond this year will depend upon the growth of 
emand. 

Expansions of generating capacity at the 1949 and 
950 rate add about 10% to utility capacity each year 
(excluding a very tiny obsolescence factor). If de- 
and were not to grow at even half that rate, ade- 
uate reserve margins would be restored soon. If 
emand were to grow rapidly, say by 10%, obviously 
he utilities would still require considerable more 
apacity to catch up on reserve margins, and the 
arge additions forecast by Electrical World would be 
eeded. 

Industry is the main customer of utilities (in kilo- 
att-hours, not dollars) . In 1949, despite a sharp drop 

demand due to strikes, industry bought about 50% 
f the kilowatt-hours sold by utilities. This, plus the 


53 billion kwh. industry produced for its own use, 
comprised about 60% of total kilowatt-hours con- 
sumption. Industry is also responsible for about 50% 
of the total increase in sales of electric energy since 
1939; gains in residential use account for about 30%, 
and those in commercial use for about 20% of the 
total increase. The expansion of utilities, therefore, 
depends in large measure on the growth of industry 
as a consumer. 

This growth has been shaped by three factors. The 
main one in the 137% jump of utility sales to indus- 
try since 1939 was the 62% increase in industrial pro- 
duction. But, plainly, utility sales rose twice as fast 
as industrial output. The chief reason for the extra 
climb was a growth in electric power per unit of pro- 
duction (including both utility-generated and indus- 
try-generated electric power).1 This rose by one 
third in ten years. 


THE SHAPE OF DEMAND 


This great rise in power use per unit of industrial 
output was fairly general throughout American indus- 
try, involving increased use of electrical processes 
and power-driven equipment. There has been an es- 
pecially big increase in electric steel furnaces in 
steelmaking capacity, in aluminum among the non- 
ferrous metals, and in electrochemical industries. 
However, these special gains have apparently not in- 
troduced any unusual or temporary bias into the 
over-all rise of power use per unit of output. This 
conclusion is based on a comparison of the familiar 
industrial production index with a specially comput- 
ed production index in which each industry’s output 
is weighted by the industry’s share of 1939 power 
consumption. The two show almost exactly the same 
results. 

A second reason for the unusual growth in utility 
sales to industry is the increasing reliance industry 
is placing on utilities to supply its electric power. 
Industry’s production of power for its own use rose 
only 59% from 1939 to 1949 (as against 137% for 
utility sales), and most of that rise took place in the 
first years of the decade when industry still had idle 


1The index of power use per unit of output is obtained by dividing 
an index of industry’s power use by an index of industrial output. 
The index of power use in this case is based on monthly data for 
industry’s purchases of power from utilities and for its own genera- 
tion of power. Data on postwar use from the 1939 and 1947 ‘“‘Census 
of Manufactures” serve as benchmarks. Industry’s purchases of 
power from utilities are measured by utility sales to “large light and 
power consumers.” These figures mainly include industry. The few 
large nonindustrial businesses included in this category do not affect 
these figures as a measure of industry’s power purchases, when 
checked against the Census. 


96 THE CONFERENCE BOARD 


March, 1950 


With demand at a peak 


Kilowatt-hour Sales in 
Billions of Dollars 
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Sources: Edison Electric Institute: Electrical World 


power capacity to utilize. Its additions to capacity 
have been small. 

Residential consumers purchased about 15% more 
electrical energy in 1949 than in 1948. This area of 
increasing demand has, in the postwar years, be- 
come the most dynamic sector of growth. This may 
seem like a small increase but residential sales have 
increased about 185% since 1939. And they now 
account for 27% of total electric consumption as 
against 22% in 1939. 


HOUSEHOLDERS USE MORE 


The increased number of electrical gadgets, wash- 
ing machines and refrigerators per household has been 
the important factor tending to deepen the demand. 
Residential consumers have increased their per capita 
annual consumption of electricity by about 8% in the 
last year and about 90% since 1939. This is the main 
factor in the over-all rise of residential use. 

The rapid growth since the war in the number of 
farm and nonfarm occupied dwelling units, coupled 
with the virtually complete electrification of existing 


units, has broadened the base of demand from this . 


consumer group. 

The third large grouping of consumption—listed as 
“small light and power consumers” but not including 
residential use—presumably is made up largely of 
commercial establishments. But the grouping is so 
loose and its composition so heterogeneous as to limit 
analysis of growth trends. 

In 1949, total consumption of this group was 46 
billion kwh., 124% more than in 1939. This was the 
smallest growth among the three main consumption 
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groups, its share of the total shrinking from 20% to 
19%, | 

One reason for this slower growth is that the total 
number of retail and wholesale establishments has 
increased only 12% in the past decade. Consumption 
per user therefore appears to have risen markedly. 
Although introduction of fluorescent lighting may 
tend to diminish consumption, increases in air condi- 
tioning and other uses apparently have been far more 
important. | 

Miscellaneous sales to various public authorities, 
street lighting, companies and electrified railways ac- 
count for the remaining 6% of sales. This group has 
increased its sales about 47% over the 1939-1949 
period. 


4 
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FUTURE GROWTH : 

Future growth of utility demand is, of course, difs 
ficult to estimate. Some factors in the rise of utility 
sales appear to be tapering off while others are and 
may still be accelerating. Moreover, the picture ap- 
pears differently from long-range and_ short-range 
standpoints. 
Most important to any projection is industrial use 
of power. The long-term growth trend of industrial 
output appears to have been 3% to 4% annually. 
In the last decade, power use per unit of output has 
risen almost 3% a year. These two facts would seem 
to suggest a long-term growth in industry use of 6% 
or 7% annually. Further, utilities have been sup- 
plying a rising share of industry’s power—about 80% 
of the 1939-1949 increase instead of 63% of the 1939 
use. A similarly continuing rise in the share the utili- 
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ties supply industry, combined with the indicated in- 
crease in industry’s power use, would mean a 7% to 
8% annual rise in utility sales to industry on a long- 
Tun basis. 

However, from 1922 to 1948 the actual annual rate 
of increase in utility sales to industry was 5.4% in 
terms of long-run trends! Analysis of reasons for 
‘the difference in annual growths (5.4% vs. 7% to 
8%) involves several factors and fails to yield con- 
clusive results. 


Gradual Slowdown 


_ Since 1939, the annual growth in the case of resi- 
dential use has been 11%. Long-term trends indicate 
a current rate of growth of 7.4% a year. One factor 
contributing to growth has virtually petered out— 
the extension of electrical service to more and more 
‘homes. Intensification of demand through increased 
use per home is as yet not susceptible to any fixed 
long-range statistical measurement. Yet the only 
statistically justifiable conclusion would appear to be 
.a gradual slowdown in rate of growth for total resi- 
dential use. 

“Small light and power” consumption—presum- 
ably commercial use—likewise has been tending to 
grow less rapidly through the years as a result of the 
‘completion of extension of service. Its current rate 
of increase appears to be around 5.5%, judging from 
long-run trends. Since 1939, the growth trend has 


1Joseph B. Epstein’s study “Electric Power Output and Invest- 
ment,” Survey of Current Business, Department of Commerce, May, 
1949, has been used as the basis for this analysis of long-term growth. 
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risen to 8.4% a year, suggesting that an upturn may 
be occurring in the rate of growth. 


LONG-RUN TRENDS 


In summary, the long-run trends would indicate a 
combined rate of growth of about 6% annually in 
utility power sales. Trends based on more recent 
1939-1949 experience would suggest considerably 
higher rates of growth—of maybe 8% or 9%—even 
after discounting for the low levels of economic 
activity in 1939. 

Were consumption to rise even 6% annually, on a 
long-run basis, the present rate of utility expansion 
might be sustained for some time. Thus current ad- 
ditions to capacity of 10% annually would add only 
4% a year to reserve margins. And while the re- 
serve was 11% to 12% at the end of 1949, it would 
have been nearer 8% if industrial output had fol- 
lowed its long-run uptrend in 1949 instead of declin- 
ing. 

And utilities have to plan against the possibility 
of output returning to its long-run growth, inasmuch 
as it takes so long to put new generating capacity 
into place. 

If consumption continues to follow the more ac- 
celerated growth indicated by more recent experi- 
ence, large expansions, of course, would be required 
for even longer periods. 


Martin STOLLER 
Division of Business Economics 
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Clothing Sales on the Upturn? 


[‘ looks as though the clothing business has emerged 
from last year’s slump. Accordingly, Easter ap- 
parel sales will probably top last year’s unit volume 
and may even slightly exceed year-ago dollar sales. 

This optimism is based on at least six factors: 

e e Clothing sales staged some recovery in the 
final quarter of 1949 (from the sharply depressed 
level of the third quarter). 

e e Sales apparently are still on their way back to 
levels more consistent with consumer income. 

e e Consumer income is again on the rise, along 
with industrial activity. 

e © The veterans’ insurance dividends of $2.8 bil- 
lion will provide an extra stimulus to sales of both 
men’s and women’s clothing. 

e e Inventories are in a healthier state. Most of 
the distress merchandise has been cleared out. 

e e Orders for most types of apparel, both men’s 
and women’s, have been quite brisk during the past 
two months. 


YEAR OF MAJOR READJUSTMENT 


Last year, apparel underwent a striking readjust- 
ment. Dollar sales for 1949 ran 7% below 1948. That 
was the first interruption in a ten-year uptrend in 
clothing sales. Normally, a drop of that size would 
occur only in a period of rather sharp recession, such 
as 1937-1938. Yet it took place in the face of a 1% 
upturn in disposable personal income. From the 1948 
high to the 1949 low, sales dropped fully 15% (quar- 
terly, seasonally adjusted). In short, the apparel 
trade last year suffered a depression of sorts, as a re- 
sult of thoroughgoing internal readjustments, despite 
a sustained level of consumer income. The fall in 
over-all physical volume of sales was much less 
marked, however, than the drop in dollar sales. This 
was owing to retail clearances, price reductions, and 


a considerable switchover in both men’s and women’s 


clothing to lower-priced lines. 

Peak sales in physical volume took place in 1946 
when millions of men were released from the armed 
services and women war workers were refurbishing 
wardrobes. While unit sales of apparel fell off slightly 
in the two subsequent years, the uptrend in dollar 
sales continued as a result of fairly substantial price 
increases. 

After 1946, however, dollar apparel sales failed to 
rise as sharply as consumer incomes. In 1946, sales 
were well above the dollar volume to be expected on 


the basis of their prewar relationship with disposable 
income. Each year thereafter witnessed a narrowing 
of the margin of sales above expected levels based on 
incomes. (See chart.) This can be explained prin- 
cipally by the greater availability of durable goods, 
such as automobiles, washing machines, refrigerators, 
and television sets, all of which received larger shares 
of consumer income as normal buying habits were 
gradually resumed. 


Sales and Income 


Toward the end of 1948, the rapid climb in con- 
sumer income tapered off. However, apparel sales 
were still out of line with income. This forced further 
major readjustments within the apparel trade during 
1949. Cautious buying by both retailers and con- 
sumers who were waiting for prices to come down 
was in strong evidence. In light of this sales resist- 
ance, prices came down. And in some instances, very 
drastic markdowns became necessary to clear out 
hard-to-sell merchandise. ’ 

Once the decline in sales began, there was no call 
for further building of inventories. The excess of ap- 
parel stocks that had begun to pile up with the slow- 
down in sales was itself a factor in forcing readjust- 
ment in apparel prices. As prices were lowered, ex- 
cess inventories were gradually whittled away. 

By the end of the final quarter of last year, dollar 
inventories on the retail and wholesale levels had been 
reduced some 10% from their 1948 highs. Stocks of 
clothing manufacturers dropped more steeply—about 
15% from the 1948 peak. Hence, excess goods in the 
apparel pipe line had, for the most part, been liqui- 
dated. As a matter of fact, retail inventories in some 
instances had been reduced to uncomfortably low 
levels. This, in turn, may have acted as a damper 
on sales last year, since customers in such cases were 
not offered a wide enough range of selection. Hence, 
those clothing retailers with undesirably low stocks 
have, in the past two months or so, been filling in 
inventory gaps so that the consumer might have a 
greater variety to choose from in sizes, colors, styles, 
fabrics, and prices. 

Physical sales of apparel at recently restored levels 
generally cannot be sustained by further drawings on 
inventories. This implies that a sales pickup ought 
to effect a production pickup as well. 

While apparel sales during the first two quarters 
of 1949 moved closer to their prewar relationship with 
consumer incomes, the third quarter dropped sub- 


The 1950 Look in Apparel 


Apparel sales turn up moving back into line with income . 
2l 
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setting stage for production upturn, too 
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Sources: Department of Commerce; Bureau of Labor Statistics; Federal Reserve Board; Bureau of the Census; Tot ConrerENcE BoarpD 


Note: All data, except prices, are seasonally adjusted, “Sales” and “expenditures for apparel” are personal consumption expenditures for clothing and shoes and are shown 
at annual rates. ‘Physical sales” are the same data which have been deflated by the Bureau of Labor Statistics apparel price index. “Apparel inventories” are aggregate 
Inventories of apparel stores, department stores, wholesalers and manufacturers. Inventories at end of first quarter of 1946 totaled $3 billion and rose steadily to point in 1947 
where line begins. “Production” is a weighted index based on output of men’s suits, coats, and shirts; and women’s dresses, coats, and suits. (These items constituted about 
50% of total value of clothing production in 1947). All fourth-quarter 1949 data are estimates. : 
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stantially below the line of average relationship. How- 
ever, sales made a noticeable recovery in the final 
quarter, rising 3% above the third quarter on a sea- 
sonally adjusted basis. This brought apparel sales 
again in closer alignment with consumer income. (See 
chart.) Accordingly, there is some reason to expect 
the uptrend to be maintained in coming months 
instead of reversed. 

The fourth-quarter upturn was notable on two 
counts. First, it came during the peak sales season, 
when fully one third (not merely one fourth) of the 
year’s apparel sales are generally made. Second, it 
took place in the face of an unseasonably warm 
autumn and winter in the populous northeastern sec- 
tion of the country and despite a serious contraction 
in pay rolls resulting from the coal and steel strikes. 

The impact of rising consumer demand was felt 
especially in December, when retail apparel sales came 
within 5% of the 1948 December dollar volume. De- 
clines in earlier months had run as much as 10% and 
15% behind. 

In light of a shift to lower-priced lines, and with 
clothing prices during the final quarter off fully 7% 
from 1948, according to the Bureau of Labor Statistics 
index (and even more if improved quality and steep 
markdowns are taken into account), unit sales were 
in fact running very close to 1948 levels. December 
probably slightly exceeded the previous year in unit 
volume. 


CONTRASTING TRENDS 


Retail sales of both men’s and women’s clothing 
last year were down about 7% from 1948. But the 
internal picture in the two lines was quite different. 
In women’s apparel, most of the drop in dollar sales 
came about through price reductions. In men’s ap- 
parel most of the decline took place in volume. 

Retail prices of women’s apparel fell about 7% 
from 1948’s average. There was also a sizable switch 
to lower-priced lines. Consequently, unit volume was 
actually somewhat greater than in 1948. Sales of 
women’s clothing in the final quarter of last year rose 
7% above the third quarter on a seasonally adjusted 
basis. 

In men’s apparel, a drop in unit volume was the 
major factor accounting for lower sales, with a switch 
to lower-priced lines an attending reason. Price re- 
ductions in men’s clothing were not as heavy as in 
women’s wear. Hence, they constituted a less im- 
portant role in the dip of dollar sales. Average prices 
of men’s clothing last year were down only about 2% 
from 1948. Total sales of men’s wear showed quite 
a modest upturn of 1% in the fourth quarter of 1949. 
Hence, women’s clothing sales exhibited a more 
marked recovery in last year’s final quarter than did 
men’s wear sales. 

The distribution of sales between chains and inde- 


pendents also points up some striking contrasts in 
the trends of men’s wear stores and women’s wear 
stores. During the immediate prewar years, men’s 
wear chains showed increases in their proportionate 
share of total apparel store sales. However, during 
the war period, a reversal occurred. For the years 
1942 through 1945, men’s wear chain stores averaged 
18.6% of all men’s wear stores (chains plus indepen- 
dents) as compared with 20.6% in 1939. The major 
reason for this turn was rationing controls, which 
evidently restricted the large-scale chains to a greater 
degree than the smaller independents. After the war, 
when goods were in more abundant supply, the chains 
again made greater gains compared with the inde- 
pendents. Last year, they received 20.7% of the 
sales of apparel stores, about the same as 1939 but 
not so high as the 22.1% in 1941. 

Women’s clothing sales—chains versus indepen- 
dents—present a somewhat different picture. Percent- 
age of chain-store sales to total women’s apparel store 
sales increased almost steadily from 29.8% in 1939 
to 33.1% in 1944. The ratio then dropped in the next 
three years, falling to 30.7% in 1947, then rose again in 
the past two years when women’s apparel chain stores 
were doing 32.0% of total women’s apparel store busi- 
ness. Shortages in women’s lines during the war were 
not so great as in men’s wear. This seems to be the 
clue to the divergent movements during the war. 

The relative gain made by apparel chain stores in 
their share of total apparel store sales in the years 
directly before the war and during recent years prob- 
ably can be attributed to larger advertising outlays 
and somewhat lower prices compared to the inde- 
pendent stores. 

Still another interesting comparison is the distribu- 
tion of apparel sales between department stores and 
apparel stores. During the war, department-store 
sales of both men’s and women’s clothes received a 
smaller share of total apparel sales than they did be- 
fore the war. However, in women’s wear, the ratio 
of department-store sales to total women’s apparel 
sales fell off more sharply and continued to decline 
in the postwar period. For men’s wear, the ratio 
went up again after the war and in 1949 depart- 
ment-store sales of men’s clothing constituted about 
the same proportion of total men’s wear sales as in 
1941. The relative amount of department-store sales 
of women’s apparel in 1949 had fallen fully 4% from 
1941. | 


BRIGHTER OUTLOOK 


In summary, the apparel trade seems to be in a 
stronger position today than it found itself a year 
ago. Inventories from the manufacturer down to the’ 
retailer are in healthier condition. Stocks of hard- 
to-sell merchandise have been largely depleted 
through heavy markdowns last year. 


Women’s Apparel versus Men’s Apparel 


Sales declined equally in both lines (billions of dollars, seasonally adjusted, annual rates) 
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But prices of women’s clothes dropped sharply, men’s only slightly (index: 1946 =100) 
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And output of women’s clothes held up—while men’s slumped (millions of units, quarterly totals at 
annual rates) 
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Sources: Department of Commerce; Federal Reserve; Bureau of Labor Statistics; Bureau of the Census; Tam ConrerENce Boarp 
Note: Sales—aggregate of apparel store sales and department store sales in each of the two clothing groups. 
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Who Sells the Clothes—in the Three-way Competition? 


Sales of women’s apparel 
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CHAIN STORES VS. 
PENDENTS—In both men’s and 
women’s apparel, 
stores have made comparative 
gains over independents in re- 225 
Of total women’s 
apparel store .sales last year, 
the chains received 32.1% of 200 
the business (the independents, 
This compares with 
Men’s apparel 175 
chain stores showed a slightly 
larger increase since the end of 
the war: 20.7% of the men’s 150 
apparel store business last year 
as against 17.9% in 1945. 


DEPARTMENT STORES YS. AP- 
PAREL STORES—The propor- 
tion of men’s wear sold by 
department stores to total retail 
sales of men’s wear dropped 
during the war period and then 
By last year, about 33% 
of dollar volume of business in 
men’s apparel was done by 
department stores. 
closely comparable to the pre- 40 
war relationship. As to women’s 

$5 apparel business in department K 
stores, it has been losing ground 
apparel 
its share of total women’s 
sales dropped fully 
from 1941 to 1949. 


Sales of Men’s apparel 
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Note: Men’s and women’s clothing and accessories store sales (chain stores and independent stores) exclude sales of family apparel stores and shoe stores. Department store 
sales of apparel include shoes. Department store sales of women’s apparel also include infants’ wear. Chain store sales include mail-order houses. 


With the exception of coats and some lines of 
dresses, orders for most types of clothing during the 
past two months have been running ahead of last 
year in unit volume. Judging from the vigorous orders 
during the past two months, total physical volume of 
Easter business should exceed last year’s performance. 
Men’s clothing, where prices are currently pretty 
close to last year’s prespring levels, may even exceed 
1949’s Easter season in dollar sales. Sales of wom- 
en’s Easter clothing are expected to be very close 


to 1949 in dollar volume. Prices are now down in 
most women’s lines from 10% to 15% from last 
year’s highs. 

Prices appear to be relatively stabilized. With 
wool and cotton prices up, no major reductions in 
apparel prices seem to be forthcoming in the im- 
mediate months ahead. This seems to point to less 
anxiety on the part of consumers, many of whom 
put off less essential clothes purchases in anticipation 
of lower prices. Then, too, some of the postponed 
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buying evident last year may inject additional 
strength into apparel demand in 1950. 

The veterans’ insurance dividends will also have 
a stimulating effect on apparel sales. In a recent poll, 
veterans stated that they will spend $184 million of 
_ their dividends on apparel.! Although that is only 
about 1% of the annual expenditures on apparel, 
there are, however, two key qualifications which in- 
crease the importance of the dividend. First, veter- 
1According to a poll by Vet-Times in November and December. 


ans’ intentions tend to understate their expenditures. 
Second, outlays will tend to be concentrated in the 
first half of the year rather than spread evenly 
through all of 1950.1 Hence, the dividend may bolster 
Easter dollar sales by 3% to 5% instead of only 1%. 


Suimtey S. Horrman 
Division of Business Economics 


1For an analysis of how veterans will allocate their dividends see 
“How Will Veterans Spend the Money ?” in The Business Record, 
January, 1950. 


Corporate Directors in Action 


HE widespread practice of referring pension 

agreements to stockholders for approval has 
aroused interest in the question of where the bound- 
aries lie between the responsibilities of the stockhold- 
er, the board and management. Of course, the lines 
of demarcation are sometimes dictated by law or are 
found in the by-laws of a corporation. But, more 
often, as this month’s survey of 170 manufacturing 
companies indicates, responsibilities are constantly 
shifting to meet changing circumstances. 


SPECIAL STOCKHOLDER APPROVAL 


Three out of four companies approach stockhold- 
ers on problems which the board may possess the au- 
thority to handle. This attitude is best summed up 
in the words of an executive of an industrial machin- 
ery company: “Where there has been doubt under 

the state law, the counsel resolves problems in favor 
of seeking stockholder approval and our board has 
agreed with the counsel’s advice.” 

The growing complexity of the security laws, ac- 
cording to another company, has increased the fre- 
quency with which stockholders are contacted. Some 
boards go still further and consult with stockholders 
even though their powers are clear cut. There are only 
a few instances in which companies feel that it is 
never advisable to seek stockholder opinion. And, of 
these, some talk informally with larger stockholders 
before taking final action. 


Issues at Stake 


A wide variety of issues were reported in which 
the stockholders had at times been requested to give 
the board the benefit of their thinking. A few of the 
subjects upon which stockholders have recently been 
called upon to pass judgment are: pensions, bonuses, 
purchase or sale of corporate property, changes in 
long-range pledging of funds, reclassification of com- 
mon stock, stock splits, unusual tax situations, cor- 
porate donations, revision of company by-laws, the 


timing of dividend payments, mergers, those issues in 
which directors and officers have a personal interest, 
and reports required by the Securities and Exchange 
Commission. With some companies, stockholder ac- 
tion is of course a legal “must” for certain of these 
issues. 

For example, there was virtual unanimity of agree- 
ment concerning the advisability of submitting pro- 
posed pension plans to the stockholder. A steel com- 
pany reports inclusion in the pension contract of a 
statement that the entire agreement rests upon se- 
curing stockholder approval. For a few corporations, 
it was not until the question of pensions arose that 
the company had ever polled its stockholders. Under- 
lying this cautious approach is the thought that “pen- 
sions may prove to be an infringement upon the com- 
pany’s assets.” 


Polling Techniques 

It is at the annual and special meetings when 
stockholders are ordinarily polled. Special meetings 
are employed when the urgency of the situation re- 
quires immediate action. A less frequently used 
method is that of inviting stockholders to appeal to 
the courts for clarification of an issue. The experi- 
ence of a heating and plumbing concern exemplifies 
this latter technique: 

“Situations do arise where questions of ultra vires 
either of the powers of the corporation or the directors 
arise, and we have had several cases where our lawyers 
have been uncertain as to the powers of the directors or 
stockholders. We have gone to the stockholders and 
have had the question determined by the courts. There 
are considerable advantages to this, for it precludes 
‘strike’ suits against either the individual members of 
the board or the stockholders by what I might call ‘pro- 
fessional trouble makers.’ ” 


Some Advantages 


Polling stockholders on various ‘issues makes for 
good stockholder relations and avoids any unpleasant 
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discussions which might follow a major policy change 
which did not meet with their approval. In extreme 
cases this would preclude stockholder suits against 
the directorate. 

Generally, stockholders are advised of all important 
decisions, even though their opinion is not solicited. 
At the annual meeting, stockholders are ordinarily 
asked to ratify all acts taken by the directors during 
the preceding year. 

A producer of electrical machinery has discovered 
that the practice of submitting problems to stockhold- 
ers provides an incentive for directors to prepare pre- 
sentations that are clear cut and understandable. In 
addition, he writes: “Suggestions are occasionally 
made by stockholders that are incorporated into a 
plan under consideration.” 


Disadvantages Noted 


Two major disadvantages are noted by companies 
concerning this practice; namely, that a company’s 
stockholders are in no position to pass judgment 
upon corporate problems and that by consulting 
with stockholders the board makes itself suspect. 

The opinion is expressed that stockholders are 
not in a position to vote intelligently on questions 
having to do with corporate policies. This thesis is 
based upon the supposition that the stockholder is 
not close enough to the corporation to appreciate its 
problems. Moreover, it is claimed that he is fre- 
quently not interested. 

Several companies expressed the opinion that “more 
heat than light” is provided by this procedure. In 
this vein, a steel executive comments: 


“We believe that any important problem worthy of 
such consideration would be very difficult to present in 
writing to a diversified group of stockholders, most of 
whom would probably not understand the point at issue 
but would not hesitate to comment freely. This might 
involve considerable correspondence of no particular ad- 
vantage to the company or the stockholder.” 


Others pointed to the trouble which could be expected 
from the disgruntled type of stockholder who is in- 
clined to vote against any management proposal. 

The other major bone of contention concerns the 
capability of the board. Generally, it was felt that it 
is the duty of a qualified board to make certain deci- 
sions. Should a stockholder be approached on a prob- 
lem which the board has authority to handle, he may 
question its ability and lose confidence in board mem- 
bers. Other stockholders might feel the board is 
shirking its responsibilities and might read into the 
proposal a lack of harmony among board members 
which might not necessarily be true. 

Another disadvantage noted by a few executives was 
that problems cannot always wait upon stockholder 
action. A delay in solving the problem might well 
prove a distinct disadvantage to the board should a 


financial loss be sustained because the solution of the 
problem had been deferred. For others, the practice 
is not worth the expense involved. 


DIRECTORATE vs. MANAGEMENT 


There is general agreement among cooperators as to 
the basic relationship of the corporate directorate to 
management. However, the division of responsibility 
between these two groups shows wide variation in 
practice. The functions normally assumed by the 
corporate directorate, according to cooperating execu- 
tives, fall within the following major areas: (1) estab- 
lishing targets to shoot at; (2) setting major poli- 
cies; (3) providing for efficient management; and (4) 
checking up on management. 

The boundary between the board and management 
is epitomized in the following phrases abstracted from 
replies: 


“Basic vs. operating policy”; 

“Abnormal vs. normal problems”; 

“Matters of paramount importance vs. routine matters”; 
“Major decisions vs. day-to-day acts.” 


According to these executives, the boundary line 
cannot always be strongly drawn because of many 
borderline situations. It is the opinion of a paper 
producer, for example, that “policy is a word of wide 
connotation” and that “it is most difficult to draw 
any clear-cut line between basic policy, operating 
policy, and administration. The endeavor to clarify 
the line is a matter of constant discussion.” 

Particularly in dealing with the unusual are both 
groups confronted with the possible overlapping of 
responsibilities. For example, where management is 
to be expected freely to adjust salaries of individual 
employees, should it, without reference to the board, 
determine upon a general over-all 10% increase of 
salaries? 


Determining Factors 


As pointed out by one official, the division of re- 
sponsibility between the board and management is 
founded upon “a common understanding.” A great 
many factors generally decide what this will be. 

Individual personalities and composition of the 
board,! the financial condition of the company, and 
the size and nature of the business are the factors 
which, it is generally agreed, are important in deciding 
so-called borderline cases. For example, it was noted 
that a forceful and dynamic board will show a ten- 
dency to take the initiative on those problems falling 
in areas where a dominant management would carry 
the ball. Similarly, according to a producer of indus- 
trial machinery, “the whole matter comes down to 
(1) the ability of the management; (2) the confid- 


1In those few instances in which the board and management are 
identical, there is no problem. 
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ence the board has in the management; and (3) the 
character of the members of the board as to whether 
they are disposed to delegate.” 


Specific Duties 


Perhaps the extent to which these determining fac- 
tors are exercised can best be seen in contrasting 
the operations of the following two corporate boards. 

e In describing its principal functions, a chemical 
company reports that the board operates as follows: 
(1) acts on all matters involving major policies or 
transactions; (2) exercises general control over the 
business and property of the company; (3) designates 
committees (such as the executive committee and 
the finance committee) to carry out the orders of the 
board; (4) elects officials of the company and con- 
firms appointments by the executive committee of 
general managers and staff department directors; (5) 
amends or repeals the by-laws of the company; (6) 
reviews and approves expenditures for capital addi- 
tions and replacements which exceed $50,000 and 
which have been recommended by the executive com- 
mittee. 

e On the other hand, the operations of the board of 
directors of a machine-tool producer are described as 
follows: “Our directors delegate almost 100% au- 
thority to the officers but have monthly meetings 
where the activities of the previous month are com- 
pletely reviewed.”! Since practices regarding policy 
making cut across the entire operation of the corpora- 
tion, it is not possible to conveniently list all functions 
performed by the board. However, the board deals 
frequently with several subjects—resolutions with 
respect to bank accounts, cash forecasts, purchase and 
sale of corporate property, declaration of dividends, 
establishment of special reserves, major contributions 
to charity, general labor policies, budgets, introduc- 
tion of new products, new markets, salaries and 
bonuses of certain executives, payment of fees for 
regular services, certain contracts pertaining to pur- 
chases and sales, and subjects of interest to the gen- 
eral welfare of the company. 


Checks upon Management 


In dealing with many of these topics, it is common 
practice for corporations to establish limitations and 
checks upon financial disbursements. For example, 
the board of directors of one company reviews all sala- 
ries of executives earning more than $600 a month, 
while, with another corporation, approval is not re- 
quired until the annual salary reaches $10,000. Capi- 
tal expenditures represent another phase where limi- 
tations are usually laid down. Here, expenditures as 


1The information usually provided by managements to their di- 
rectors to enable them to review operations is described in detail in 
Tur Conrerence Boarp, Studies in Business Policy, No. 24, 
“Keeping Corporate Directors Informed.” 
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low as $5,000 may be subject to board approval. It is 
usually the nature of the expenditure rather than 
the amount which is a determining factor. In one 
case, a $100,000 expenditure for parts does not re- 
quire confirmation, while a similar expenditure for 
new equipment must be referred to the board. 


Initiation of Policies 


Although either management or the directorate 
will initiate policies, it is the responsibility of the 
latter to exercise its veto or approval on all policy 
matters. The board will usually give management a 
free hand, leaving the latter wide discretion in carry- 
ing out policies. Nevertheless, the directorate is 
conscious of its fiduciary relationship with the stock- 
holder and realizes that it is expected to take all 
steps necessary to make the most effective use of the 
company’s assets. A tendency in the past for direc- 
tors to fail in this duty has put industry on its guard 
against directors who do not thoroughly understand 
the business and who are not capable of handling 
problems confronting the company. Several coopera- 
tors reported taking steps when they found evidence 
that directors were acting mainly as figureheads. 

The practice of a company in which policies are 
initiated primarily by management is described by a 
producer of industrial machinery who states that, to 
a very large degree, board meetings are held for the 
purpose of confirming management’s plans and ac- 
tions. “Management,” he continues, “pretty well out- 
lines most of the programs and projects for the board 
to consider. Management, however, can commit the 
company to the expansion of our facilities only after 
the board has approved such projects.” Stating that 
the function of his board is primarily one of an ad- 
visory nature, a manufacturer of office equipment re- 
ports that recommendations by the president are usu- 
ally accepted. 


STOCKHOLDINGS OF DIRECTORS 


In approximately half the 170 corporations sur- 
veyed, either state law or the corporation’s by-laws 
provide that directors must own stock to qualify. 
Actually, regulations generally call for token holdings 
only. For example, the company’s by-laws will often 
read: “Each director must be the holder of at least 
one share of the capital stock of the corporation.” A 
point made by several executives was that legal re- 
quirements on this score can have little meaning to 
the average investor. 


Stockholder Directors 


Disregarding legal regulations, corporate officials 
are also equally divided concerning the advisability 


1Jt is interesting to note that, in several instances in which laws 
have recently been revised, there is a tendency to drop these 
requirements. 
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of director ownership. With some companies which 
favor stockholder directors, their entire board is se- 
lected from among their stockholders. There is a 
general feeling that an investment in the company 
provides the director with a greater incentive “to 
work harder for the organization.” An executive of a 
chemical company, for example, in describing his ex- 
perience, says that stockholder directors are more ac- 
tive than the director who does not hold stock. 

It is the opinion of a textile executive that direc- 
tors would “give away” less of the company’s sav- 
ings and property through entering into contracts 
with labor if they had a financial stake in the con- 
cern. 

It is also frequently admitted that fees are too small 
to provide an incentive and that ownership of stock 
is the obvious substitute. It is felt that the keener 
interest in the company’s welfare which stock owner- 
ship is expected to produce will come about even 
though the director’s stock ownership in the company 
is a modest one. For those who advocate stock own- 
ership it is a “reasonable ownership” which they ad- 
vance, since it is realized that in many instances the 
director’s holdings can amount to but a small fraction 
of the stock outstanding. 

Professional directors are generally not expected to 
own stock. This is because such directors are invited 
to serve because of their particular knowledge and 
contacts in certain fields. 


Stockholdings Unnecessary 


With the other half of the group, stockholdings of 
directors are regarded as unnecesary—in fact, some 
of these executives are inclined to place little impor- 
tance on this issue. It is contended that directors are 
appointed for their judgment and ability rather than 
for any financial interest which they may have in the 
company. Phrased differently, it is judgment and not 
ownership which is looked for in the directors. The 
observation of a manufacturer of industrial machinery 
emphasizes this point as follows: “Ownership of com- 
pany stock by directors is of secondary importance 
since our principal requirement for directors is for 
intelligent decisions in tough situations.” 

Several noted the difficulty of securing good direc- 
tors. A machine-tool manufacturer reported that it 
is becoming increasingly difficult to find good direc- 
tors. With this thought in mind, it was felt that the 
difficulty was compounded when it was insisted that 
the directors become shareholders as well. Since many 
capable directors were found to be serving on several 
boards, it was considered “grossly unfair” to expect 
them to be investors in each of the companies. 


Tax Laws 
Another reason why directors should not be ex- 
pected to own stock is because of the changed income 


position of this group. And on this point our tax 
laws come in for their share of criticism in so far as 
they limit the ability of executives in the upper 
brackets to invest their earnings. It was noted by co- 
operators that directors today are no longer the 
wealthy individuals who served on corporate boards 
a generation ago. An oil company executive was 
frank to admit that directors of his company were 
selected from the officers, none of whom was wealthy. 
It would not only be too much to expect them to in- 
vest in the company but because of their limited funds 
it might be asking them to “put all their eggs in one 
basket.” 


Cautions against Large Holdings 


Several cited instances in which substantial stock- 
holding by the board proved to be a “target of criti- 
cism.”’ Under these conditions, directors might be in- 
fluenced by the desire to earn substantial and imme- 
diate returns at the expense of long-term needs of 
the corporation. At the other extreme are those cases 
where directors might, for personal reasons, un- 
duly curtail dividend payments. It was also generally 
agreed that there are numerous instances in which the 
stockholder-director’s personal interest would not 
necesarily be that of the majority of stockholders. He 
will be less biased, it is maintained, if he has token 
holdings or none at all. 


Damned Either Way 


It was on a discouraging note that several coopera- 
tors concluded their letters. They expressed the 
opinion that even though directors held stock they 
would be the subject of continued criticism. As put 
by one cooperator: “They will be damned if they do 
and damned if they don’t.” 


G. CLarK THOMPSON 
Joon H. Watson, III 
Division of Business Practices 


Business Bookshelf 


_ Taxable and Business Income—An examination of the 
differences in concept between taxable and business income 
and an attempt to measure the quantitative difference 
between the two. By Dan Throop Smith and J. Keith 
Butters, National Bureau of Economic Research, Inc., 
New York, 1949. Price, $4. 


Business Cycles in Selected Industrial Areas—An investi- 
gation into the business cycle in six industrial areas—Los 
Angeles, San Francisco, Chicago, Cleveland, Detroit and 
Pittsburgh. By Philip Neff and Annette Weifenbach, Univer- 
sity of California Press, Berkeley and Los Angeles, 1949. 
Price, $4. 


Selected Business Indicators 


(Annual statistics appear in “The Economic Almanac 1950,” pages 38, 39) 


1949 1948 Percentage Change 
Unit November, | December, | 12 Months, 
December November October September | December Deccan Deenien No Like 
| 1949 1949 1949 

otal. (ERB) GS). oichied lac cect 0s 1935-39 =100 |} p 178 | r 173 166 174 192 +2.9 7.3 -8.4 
‘Manufacturing (FRB) (S)........ 1935-89=100 |» 186 | r 178 176 184 199 +4.5 6.5 7.9 
- Durable goods (FRB) (S)....... 1935-89=100 | 202 180 175 199 231 +12.2 ~12.6 -10.6 

SECO ees toate aie aa eiD aTRre.a se avers 000 net tons 7,710 4,216 925 6,590 7,781 +82 .9 —0.9 12.2 
MB TPMT ON cree, jaxnnsia.s Sieve onaie & a sya 000 net tons 5,231 2,722 612 4,350 5,595 +92.2 -6.5 -10.8 
Copper (refined).............. net tons 94,947 |r 92,602 86,882 79,949 96,117 42.5 -1.2 14.4 
Lead (refined)..............-. net tons 49,743 49,223 47,210 35,924 52,315 41.1 4.9 +2.4 
WANG: (SAD) ate ariiee eee thee net tons 71,096 65,055 64,399 70,392 76,696 +9.3 -7.3 +2.3 
Glass containers.............. 000 gross 6,963 7,375 8,283 7,550 6,751 -5.6 +3.1 -8.0 
Mumberiacnavsseetwe comets million bd. ft. 2,956 2,947 2,790 2,874 2,541 +0.3 +16.3 Liew 
Machine tools!............... 1945-47 =100 p %%.7\r 67.6 62.3 67.6 96.9 +12.0 -21.9 -13.6 
Machinery (FRB)............ 1935-39 =100 p 226 ea WW 226 294 Q77 +4.1 -18.4 -15.5 
Transportation equip. (FRB). .|| 1935-39 =100 218 206 238 252 246 +5.8 -11.4 +0.5 
Automobiles, factory sales... .|| units 985,930 381,951 487,891 534,493 378,455 ~25.1 24.4 +30.7 
Nondurable goods (FRB) (S)...|} 1935-39 =100 p 174 |r 177 177 172 173 =r i +0.6 —4.9 
(CT Se Ree Oy a bales 734,013 | 771,833 | 725,602 | 709,958 | 675,466 -4.9 48.7 -13.4 
VOI Re ihe ani. oeapoeradtecteets million pounds “ath 48.3 49.7 |r 44.6 52.1 -2.8b -7.3¢ ~28.1d 
IRA VON yarns sais os aisle assets million pounds 79.7 \r  %5.7 74.9 74.8 75.0 +5.3 +6.3 -6.6 
Food prod., mfd. (FRB) (S)...|| 1935-89=100 ], 156 |r 159 166 166 158 -1.9 -1.3 +1.9 
Chemicals (FRB) (S)......... 1935-39 =100 || » 245 243 240 236 257 +0.8 4.7 -5.6 
Newsprint, North American. . .|| short tons — 484,726 | 7 527,452 509,001 | r 485,779 495,105 47 2.1 +3.9 
Peel. cert itch tei sce sears % of capacity p> 90.4 98.4 98.0 90.3 87.1 -8.1 +3.8 8.2 

mee Paperboard,....¢ sic. cioc ce bets % of capacity 33 93 94 87 84 -10.8 -1.2 -12.7 

_ Boots and shoes.............. thous. of pairs Dare 23.610 |r 38,208 41,538 34,6914) -12.0b -3.1¢ -1.3d 

- Cigarettes (small)?............ millions 24,657 |r 29,657 29,194 31,743 24,897 -16.9 -1.0 +0.9 

Mining (FRB) (S)...... Bela! 1935-39 = 100 1}r 141 112 119 156 74 -16.0 -13.3 

Bituminous coal.............. 000 net tons 34,838 |r 43,863 | 7 10,469 19,370 50,385 20.6 30.9 —28 .6 

ANtnTACHLe! vote tire dees cients 000 net tons 2,746 |r 4,653 4,975 2,112 4,499 -41.0 ~39.0 ~25 2 
Crude petroleum®............. 000 barrels n.d. 5,210 |r 4,997 4,940 5,675 +4.36 -8.2¢ -8.1d 

Blectric powert. .........200eece0: million kwh 5,836 5,545 5,450 5,487 5,645 45.2 43.4 +3.6 

Nonstruction’..........0.0..00000. 000 dollars 929,030 | 957,761 | 1,061,751 | 1,093,724 | 694,023 2O7O ln 2: 88.9 +9.9 
eavy engineering—Public®........ 000 dollars 96,626 69,249 68,205 81,366 67,529 +39.5 +431 +19.3 
eavy engineering—Private®,...... 000 dollars 716,087 78,057 70,166 80,696 101,180 2.5 24.8 +9.9 
stribution and Trade 

parloadings, total**. .. o.oo... ce se thousand cars 623.2 666.7 587.2 677 .4 714.6 -6.5 -12.8 -15.9 

Jarloadings, miscellaneous**........ thousand cars 307.9 315.4 320.8 344.2 348.6 —2.4 -11.7 -12.5 

Retail trade (NICB) (S)........... 1935-39 =100 n.d. 316.1 |r 310.6 $22.1 320. 9a +1.85 1.5¢ -1.9d 

Department store sales (S)......... 1935-39 =100 293 r 276 r 276 289 302 +6.2 -3.0 eft 

Variety store sales (S)............. 1935-39 =100 235.0 |r 223.1 212.1 995.6 254.6 +5.3 relhats BDat 

Rural retail trade (S).............. 1929-31 =100 n.d. 329.1 307.5 331.4 369 . 6al +7.06 -11.0¢ —9.3d 

arocery chain store sales (S)’....... 1935-39 =100 362.0 |r 365.6 358.8 368.1 359.6 -1.0 +0.7 +0.8 

Magazine advertising linage........ thous. of lines 2,838 3,645 4,464 3,921 3,015 —22.1 =5.9 8.2 

Watsiodity Prices 

All commodities (BLS)............ 1926 =100 p 151.3 151.6 152.2 153.6 162.4 0.2 6.8 6.2 

Raw materials.................- 1926=100 p 159.9 160.4 160.3 162.0 172.2 0.3 Siok 8.2 

-Semi-manufactured articles....... 1926 =100 p 144.7 145.1 145.3 147.8 160.8 -0.3 10.0 -4,9 

“Manufactured products.......... 1926 =100 p 147.9 148.1 149.1 150.1 157.6 20:1 6.2 5.2 

Farm products...............+.. 1926 =100 p 155.3 156.8 159.6 163.1 177.3 -1.0 -12.4 -12.1 

BE OOS choi asioh Se int ee Sielantvere iavete 1926=100 p 155.7 158.9 159.6 162.0 170.2 2.0 -8.5 ~9.9 

Sensitive industrial (NICB)‘........ 1929=100 143.5 146.7 139.4 139.3 152.4 -2.2 -5.8 -11.2 

Sensitive farm (NICB)!............ 1929=100 167.3 161.8 167.3 171.6 183.5 13.4 -8.8 -19.2 

Retail prices....... Nee we aneteia’ 5 naeles n/a 1935-39 = 100 n.d. 185.6 185.6 187.2 193.4a 0.06 —4.0c -2.5d 

<curities : 

[otal stock prices (Standard & Poor’s)|} 1935-39 =100 132.7 199.1 127.3 123.8 119.4 +2.8 +11.1 -2.4 
Andistrialg.). 22.2% wssniec ss se ena 1935-39 = 100 140.3 136.5 134.4 130.3 125.5 42.8 +11.8 2.3 
MaNrORASS ea. a hia wine weeny clos 1935-39 =100 101.0 96.2 97.6 95.1 105.8 45.0 5 -15.9 
HG Lies herntena tteoe otek mice a eieek 1935-39 = 100 104.1 102.6 101.2 100.0 92.9 ~ 415 +12.1 +1.3 

[otal no. shares traded N.Y. Stock Ex.|) thousands 47,565 36,443 36,071 29,617 35,336 +30.5 +34.6 -10.0 

Corporate bond yields (Moody’s)...|! per cent 2.86 2.89 2.90 2.90 3.09, -1.0 ~7 4 —4.0 

nancial Indicators i 

Bank debits, outside New York City® million dollars 60,493 53,339 |r 54,413 |r 53,066 63,714 +13.4 -5.1 -2.8 

New capital corporate issues....... 000 dollars 314,693 | r 182,931 |r 441,179 | r 128,442 | 695,623 +72.0 -54.8 -21.6 

Refunding issues.................. 000 dollars 105,250 35,125 |r 90,958 |r 43,097 4,072 +199 .6 | +2,484.7 +45 .7 5 

Somm., industrial and agric. loans‘. || million dollars 13,864 13,760 13,580 13,213 15,567 +0.8 -10.9 -5.6 

otal personal income (S)®......... billion dollars 211.5 |r 209.4 |r 207.0 210.5 217.0 +1.0 2.5 0.2. 

Money in circulation, end of month.! million dollars 27,600 27,543 27,407 27,412 28,224 +0.2 2.2 -1.9 


_ SAdjusted for season variation ‘Shipments 4Average weekly '5F. W. Dodge 
i bPercentage change, October, 1949, 


eEstimated  n.a.Not available 


j *Consumption; cigarette consumption measured by tax-paid withdrawal __ Average daily 
neering News-Record—average weekly 7Grocery and combination chain store sales 8140 centers ®Annual rate aNovember, 1948 
November, 1949 cePercentage change, November, 1948, to November, 1949 dPercentage change, 11 months, 1948, to 11 months, 1949 
'reliminary *Value as traffic indicator subject to variations in length of haul and amount loaded. rRevised 
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HOW MONEY INCOME IS DISTRIBUTED 
AVERAGE FAMILY MONEY INCOME, 1948 DOLLARS 
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FOURTH 3 
PIE TH Average families and single 
persons income has risen 
sharply since prewar. The 
YY, 3.410 $4,231 average income re- 
KMurttteccccrccresscucccccciice : ceived in 1948 could pur- 
epee, RS Se chase 59% more goods and 
: services than average in- 
come in 1935-1936, and 
25% more than in 1941. 
2,232 These distributions, estimat- 
SECOND ed by the Council of Eco- 
FIFTH nomic Advisers, have been 
adjusted for underreporting 
of money income. But many 
families had nonmoney in- 
come such as_ home-pro- 
LOWEST duced food, which is not 
FIFTH reflected in the figures. 
MONEY INCOME RECEIVED BY NONFARM FAMILIES AND INDIVIDUALS, 1948 
$10,000 AND OVER——a PER CENT DISTRIBUTION 
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31,800,000=100% 7,268,000 =100% 
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The low-income groups are heavily weighted by single persons whose incomes run well below that of 
families. In 1948, the income of the typical nonfarm family was three times that of the typical non- 
farm individual. (Medians: $3,400 and $1,150.) These are Census estimates not comparable with CEA data. 
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FACTORS MAKING FOR LOW INCOMES 
NONFARM FAMILIES . 1948, PER CENT OF TOTAL 
WEAMILIES WITH INCOMES UNDER $2,000 fee LL FAMILIES 
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More than a third of low-income families with 
heads in nonfarm jobs (not quite the same as 
nonfarm families) were headed by laborers or 
service workers—the unskilled. Very few baie SIZE OF FAMILY* 
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Old age contributes to low incomes. Over a fourth of the nonfarm families with incomes below $2,000 
were headed by persons sixty-five and over, while less than an eighth of all nonfarm families had heads 
that old. Also more numerous in the low-income group were families with female or nonwhite male heads. 
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More Workers—and Not Enough Jobs 


NEMPLOYMENT rose to a postwar peak of 

4.5 million in January, 1950. This is an increase 

of almost a million in one month and an increase of 
1.8 million over last year. A long-term problem facing 
the economy is highlighted by this sharp increase. 
Projections indicate a continued “greater than nor- 
mal” increase in the labor force in the next few years. 
Unless industrial expansion and growth in employ- 
ment opportunities make possible the absorption of 
this increase, unemployment will show a rising trend. 


WHERE DO WE STAND? 


The total labor force in 1949 averaged 63.6 million, 
800,000 above the 1948 average. This about equals the 
expected annual increment arising from the normal 
growth of the population, plus the return of veterans 
to the labor force after completion of their schooling. 
Employment, however, failed to keep pace with the 
growth of the labor force. It averaged 58.7 million 
in 1949—668,000 below the 1948 average. 

The decline was caused mainly by a sharp slump 
in nonagricultural employment during the first half 
of 1949. Employment dropped almost 2 million 
from December, 1948, to February, 1949, and another 
half million by May. Unemployment, as a result, 
rose over two million between December, 1948, and 
July, 1949, reaching four million for the first time 
in over seven years. BLS figures indicate that manu- 
facturing employment suffered the major declines, 
with the durable goods industries taking the brunt. 

The unfavorable situation in the labor market re- 
sulted in a less than normal expansion of the labor 
force during the summer months. Fewer school age 
children and housewives entered the labor force at- 
tempting to find work.1 The summer expansion, in 
consequence, just reached the previous year’s level. 
This, in effect, probably kept unemployment totals at 
a lower level than would have been reached if the 
summer expansion had been normal. 

The second half of the year saw a marked improve- 
ment in the situation. Nonagricultural employment 
rose sharply after midyear, increasing 1.4 million from 
July to August. Strikes affected the employment pic- 
ture in late fall—a rise in unemployment in October 
after two months of decline reflecting this factor. No- 
vember and December showed a stable unemploy- 
ment level, in accordance with the usual seasonal 
pattern. 


1Estimates of employment, unemployment, and the labor force 
are obtained by the Census Bureau from a monthly house-to-house 
sample survey. 


The relative amount of part-time work increased 
during the year. In December, 1949, 16.2% of non- 
agricultural employment was for less than thirty-five 
hours as compared with 14.1% in December, 1948. 

Hours worked in nonagricultural industries also 
averaged less in 1949 than in 1948. Average weekly 
hours for the year were 2.2% less than the pre- 
vious year. Total man-hours worked in nonagricul- 
tural industries averaged 2% below 1948. 

Duration of unemployment is a significant measure 
of the state of the labor market. Of the total unem- 
ployed in December, 1949, 60% were without a job 
for over four weeks as compared with 46% of the un- 
employed in December, 1948. What is more impor- 
tant, some 10.3% of those unemployed in December, 
1949, had been without a job for over twenty-six 
weeks as compared with 4.4% in December, 1948. 
This latter figure is significant as the maximum dura- 
tion of benefits under state unemployment insurance 
laws is twenty-six weeks, and only thirteen states 
extend their coverage to this length.1 The modal 
figure is twenty weeks. 

Unemployment rose 991,000 from December, 1949, 
to January, 1950, reaching a postwar peak of 4.5 
million or 7% of the civilian labor force. Employ- 
ment had fallen 1.6 million during the month, pri- 
marily because of seasonal factors. The rise in unem- 
ployment in the same period last year totaled 723,- 
000, although the fall in employment had been over 
2 million. The answer may be found in a seasonal 
decline in the labor force of only 600,000 this year as 
compared with 1.3 million last year. Unemployment 
in January, 1950, stood 1.8 million above last year. 


WHERE ARE WE GOING? 


Labor force projections give some indication of the 
probable pressure upon the labor market in the next 
few years. Recent projections place the labor force at 
66 million in 1955.2 This implies a “normal” annual 
increase of roughly a half million plus the return of 


-most of the 730,000 veterans now in school to the 


labor force after completion of their schooling under 
the G. I. Bill of Rights. The addition of 3.5 million 
to the labor force in the next half decade would re- 
quire a continually expanding economy if a constantly 
increasing pool of unemployment is to be avoided. 
Some indication of the dimensions of this expansion 
may be found in the demands of the next year, as 


1Wisconsin’s coverage is twenty-six weeks “plus.” 


*Ewan Clague, “America’s Future Manpower Needs,” The Annals 
of The American Academy of Political and Social Science, March, 
1949, p. 102. 
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outlined by President Truman in his Economic Re- 
port transmitted to the Congress.1 In order to at- 
tain a level of “maximum” employment in 1950, the 
report estimates, it will be necessary to reduce un- 
-employment to a “frictional” level (from 2 million to 
2.5 million) and to absorb the normal growth of the 
labor force and the return of veterans to the labor 
force after completion of their schooling. This would 
-mean expanding employment to 61 million jobs in 
1950, an average of 2.3 million above 1949. According 
_to the President, “it would mean stepping up our na- 
tional output by about 7% above the 1949 total.” 


PREWAR TRENDS 


It is important to recognize the factors which in- 

fluence the size and annual growth of the labor force. 
The main factor affecting its size is, of course, the size 

of the population of labor force age. This can be esti- 
mated fairly accurately for the next few years, based 
on a computable “normal” annual increment to 
the labor force. Two additional factors, however, 
have combined to raise the size of the labor force. 
These are the return, over the next six years, of most 
of the 730,000. veterans now in school to the labor 
force, and the continued active participation of a 
larger percentage of the population than before the 
war in the labor force. 

Certain trends affecting the percentage of the popu- 
lation in the labor force were evident in the prewar 
years. Shifts were occurring in the relative percent- 

1January 6, 1950. 
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ages of various age and sex groupings, the most im- 
portant of which were the long-term increase in the 
proportion of women in the labor force; the decrease 
in the proportion of school-age youths; and the trend 
toward earlier retirement of older persons. 


WARTIME CHANGES 


Under the stimulus of wartime labor shortages, the 
labor force boomed. The trends of later entrance and 
earlier retirement were reversed. The trend of an in- 
creasing percentage of women in the labor force was 
accelerated. The percentage of the population four- 
teen to nineteen years of age in the labor force, which 
had decreased 25% from 1890 to 1940, increased 
sharply during the war: from 27% in April, 1940, it 
rose to 45% in April, 1945. The percentage of the 
group aged twenty to twenty-four also rose, increasing 
from 67% in 1940 to 74% in 1945. Both groups de- 
clined after the war, the participation of the age 
group fourteen to nineteen falling to 37% in April, 
1949. According to a projection of prewar trends, 
however, the percentage in 1950 would be significantly 
lower—23%.1 Though less significant, the trend of 
retirement of older workers followed the same pattern. 

The participation of women in the labor force has 
had a significant influence in maintaining the labor 
force at a high level. The proportion of the female 
population aged twenty to sixty-four in the labor 
force rose from 17% in 1890 to 29% in 1940. The 


1John D. Durand, “The Labor Force in the United States, 1890- 
1960,” Social Science Research Council, 1948, p. 257. 
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increase during the war period was even more rapid, 
rising to 38% in 1945. By April, 1949, the percentage 
had fallen to 34% —four percentage points above the 
projected figure for 1950. The percentage, however, 
increased to 35.3% by January, 1950. 

The relative participation of these population 
groups in the labor force is a significant factor de- 
termining the total size of the labor force. A change 
of as little as one year in the average age of entrance 
into the labor force would have a significant effect. 
If, for example, the total labor force in March, 1949, 
had the characteristics of the labor force of March, 
1940 (as to the relative participation of various age 


and sex groups) the figure for the total labor force 
would have been 2.1 million lower. 

These groups, however, are relatively sensitive to 
cyclical swings, tending to move in or out of the labor 
force as the market tightens or slackens. If the level 
of economic activity declines, a number of these 
“fringe” workers may withdraw from the labor force, 
and the average age of entrance may rise, reducing 
somewhat the annual net increment and the pressure 
upon the labor market. 


JOSEPH S. ZEISEL 


Division of Business Economics 


Who Is an Employee? 


HE expanded old-age and survivors’ insurance 

program, currently being studied by the Senate 
Finance Committee, contains the “economic reality” 
definition of the term employee. If this expanded 
program becomes law, it will also add the self- 
employed to the list of covered occupations. This 
would mean that the definition of the term employee 
would determine who pays the tax and how much is 
payable rather than who is covered, as under the 
present legislation.” 

There would be a twilight zone comprising large 
numbers of individuals and employers who would not 
know their tax liability until the Treasury Depart- 
ment and Federal Security Agency (and the courts) 
had determined it for them. If the individual is 
found to be an employee, his tax would be shared 
equally by him and his employer. If he is found to 
be self-employed, he would pay three fourths of the 
combined rate himself. For 1950, that would mean 
a tax of 144% each for employees and employers, or 
214% for self-employed persons. 

The ultimate test to determine the status of an 
individual as an employee would be the combined 
effect of the following seven factors: (1). control over 
the individual; (2) permanency of the relationship; 
(3) regularity and frequency of performance of the 
service; (4) integration of the individual’s work in 

1This legislation, H.R. 6000, was passed by the House of Repre- 
sentatives during the last session of Congress. Other aspects of the 


bill are diseussed in ‘Amending the Social Security Act,” The Con- 
ference Board Business Record, January, 1950. 

2°*As Jong as the definition of employer and employee marked out 
the limits as to who was protected and not protected, we may 
expect administrative distortion; a benevolent cleverness in develop- 
ing theories to cover self-employed as employees. . . . But if you do 
extend coverage to self-employment, then the question becomes 
merely a tax matter. It separates nobody from benefits.” Leonard 
J. Calhoun, attorney, Hearings before the Committee on Ways and 
Means on H.R. 2893, House of Representatives, 81st Congress, Ist 
Session, “Social Security Act Amendments of 1949,” Part 2, p. 2456. 


the business to which he renders service; (5) lack of 
skill required of the individual; (6) lack of invest- 
ment by the individual in facilities for work; and 
(7) lack of opportunities of the individual for profit 
or loss. This economic reality test is contained in 
paragraph 4 of the section defining employee in H.R. 
6000. It would be applied if it were found that the 
individual was not an employee when put to the tests 
embodied in the other three paragraphs: that is if 
he were not an officer of a corporation (paragraph 1); 
if he were not an employee under the usual common- 
law rules (paragraph 2); and if he did not fall into 
a specially designated occupational group (para- 
graph 3). 

The majority of the House Ways and Means Com- 
mittee which reported on the bill last August be- 
lieved that paragraph 4 (the economic reality test) 
was necessary because determination of the employer- 
employee relationship by common-law rules alone en- 
couraged tax avoidance. Emphasis in common-law 
rules on the legal right to control, they argued, has 
“permitted many employers at their discretion to fix 
the status of their employees and avoid social secu- 
rity taxes by a mere formal shift in their contractual 
arrangements.! 

The minority, however, opposed the definition of 


' employee contained in paragraph 4 on the grounds 


that it would leave “the status of millions of our 
citizens to the almost unbridled exercise of adminis- 
trative discretion. . . . It [would] result in the un- 
settling of many established business practices and 
produce endless costly litigation. Its adoption [would 
be] a shameful departure from the constitutional divi- 
sion of powers among the three branches of govern- 


1Social Security Act Amendments of 1949,” Report No. 1300, to 
accompany H.R. 6000, 81st Congress, 1st Session, House of Repre- 
sentatives, August 22, 1949, p. 84. 
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‘ment and [would mark] the surrender by the Congress 
of its prerogative and duty to define tax liability. 


LEGISLATIVE HISTORY 


The determination of borderline cases of employer- 
‘employee relationship has been described as one of 
the thorniest problems in administering the social 
‘insurance programs. The term “employee” is not 
‘defined in the present Social Security Act or the 
pertinent sections of the Internal Revenue Code. In 
1936, however, the Treasury Department and Social 
Security Board issued administrative regulations in 
which they described the employer-employee relation- 
‘ship. Although emphasis was placed on the legal 
right to control of performance, other factors were 
taken into account. These included the right to dis- 
charge, the furnishing of tools, and the provision of a 
place to work. 

In 1941, several lower-court cases were decided in 
favor of a narrowed interpretation of the employer- 
employee relationship. The court decisions influenced 
the Treasury Department to modify its definition of 
employee-by relating it to the employer’s legal right 


to control the performance of the alleged employee’s 


services. But the Social Security Board continued 
to stand by the definition it (and the Treasury De- 
partment) had adopted in 1936. As a result, the 
Treasury Department held that there was no tax 
liability for certain individuals whom the Social Secu- 
rity Board ruled were employees and covered by the 
law for benefit purposes. 


The Supreme Court Acts 


Hundreds of cases were litigated on this question 
during the war years, of which some were decided 
similarly to the 1941 precedents, while others were 
decided in favor of the government. Finally, in June, 
1947, the Supreme Court stepped into the picture 
and handed down three decisions involving the proper 
interpretation of employer-employee relationship 
under the Social Security Act.’ It held that, in con- 
nection with social security legislation, the employ- 
ment relationship should be determined on the basis 
of the worker’s relationship im fact with the person 
for whom he performed services, rather than his tech- 
nical relationship under common law. Relevant fac- 
tors cited by the court for its so-called economic 
reality test are similar to those listed in paragraph 4 
of H.R. 6000. 

The Supreme Court’s application of this test had 


Views of the Minority on H.R. 6000” in Report No. 1300, op. cit., 
pp. 162-8. The minority suggested that if Congress wished to extend 
the definition of employee it could add to the list of specially covered 
occupational groups in paragraph 3. 

2Wilbur J. Cohen and James L. Calhoon, “Social Security Legis- 
lation, January-June, 1948: Legislative History and Background,” 
in Social Security Bulletin, July, 1948, p. 5. 

3United States v. Silk (67 S. Ct. 1463), Harrison v. Greyvan Lines, 
Inc. (67 S. Ct. 1463), and Bartels v. Birmingham (67 S. Ct. 1547). 
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the ironic effect of narrowing the coverage of the law 
in some instances.1 Following the Supreme Court de- 
cisions, the Treasury Department and the Federal 
Security Agency jointly drew up new regulations which 
spelled out in more detail the factors that the court 
had enumerated as bearing upon the employer-em- 
ployee relationship. These were scheduled for final 
issuance in January, 1948. But just prior to that date, 
the chairmen of the Senate Committee on Finance 
and the House Ways and Means Committee requested 
that the regulations be withheld until Congress had 
time to look into the problem. 

On January 15, 1948, Representative Gearhart in- 
troduced House Resolution 296 to “maintain the 
status quo” in respect to social security taxes until 
Congress acted to extend coverage. His immediate 
purpose was to stop the proposed Treasury regula- 
tions from going into effect by specifically defining 
employee according to the usual common-law rules. 
The House passed this resolution after considerable 
debate. The Senate then considered it and passed a 
slightly amended version, which was accepted by the 
House. The President then vetoed the resolution. 
But the veto was overridden and the Gearhart reso- 
lution became Public Law No. 642 on June 14, 1948. 

Paragraph 4 of the definition of employee in H.R. 
6000 would repeal the Gearhart resolution by writing 
into the law the regulations which had been proposed 
by the Treasury and Federal Security Agency follow- 
ing the 1947 Supreme Court decisions. Its passage 
would mark recognition by Congress of the economic 
reality test as a criterion for determining who is an 
employee. This might be a significant and far- 
reaching precedent. 

Miriam Civic 
Division of Business Economics 


1Certain owner-drivers of trucks were held not to be employees, 
as previously ruled by the board, but independent contractors and 
thereby excluded from coverage. (Dicta in the Silk and Greyvan 
decisions.) H.R. 6000 attempts to overrule this type of decision by 
providing common-law rules as an independent test. If an individual 
were found to be an employee under one of the four separate para- 
graphs in H.R. 6000 which define employee, he would be considered 


. an employee even if he would not qualify under another of the 


paragraphs. 


Business Book Shelf 


Advertising Appropriations—First in a series of reports 
which the Association of National Advertisers plans to 
issue on this subject. This study summarizes a survey of 
existing literature on the subject. Data on advertising 
expenditures as a percentage of sales, based on the findings 
of earlier studies, are presented. A topical reading list is 
included. By Richard Webster, Association of National 
Advertisers, 1949. 


The Analysis of Cost-Volume-Profit Relationships— 
Second in a series of studies in the relationship of cost and 
volume. N.A.C.A. Bulletin, December, 1949. 
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It’s Not Always Productivity 


HE Council of Economic Advisers’ “Annual Eco- 

nomic Review,” January, 1950, contains estimates 
of output per man-hour for the decade 1939-1949 
which seem to require some interpretation. 

Output per man-hour is shown in Chart 15 on 
page 76 of the report as having an almost straight- 
line upward trend, increasing about 2.5% a year from 
1890 right through 1949. While only the general rise 
based on fragmentary data is charted for 1890-1942, 
annual fluctuations are shown thereafter. Man-hour 
output increased nearly every year since 1943, accord- 
ing to this source, so that the gain in the last ten 
years is indicated to be about 30%.1 

Does the chart mean what it suggests? 

The CEA derives these output/labor-input ratios 
by dividing gross national product in constant dollars 
(that is, corrected for changes in price) by man- 
hours of labor expended in creating the goods and 
services. The resulting figures are labeled output per 
man-hour—a term most commonly used in connec- 
tion with measuring productive efficiency, using labor 
time as the yardstick. 

Output in this latter sense is defined wherever pos- 
sible in physical units per man-hour of labor input. 
In the CEA -report, gross national product in con- 
stant dollars is used to represent the production of 
the nation as a whole. Since there is no measure of 
physical output for all sectors of the economy, the 
use of gross national product, in constant prices, is 
an attempt to combine the physical amount pro- 
duced in commodity-producing industries and the 
amount of services rendered in noncommodity-produc- 
ing industries. This deflated product is not identical 
with the usual concept of physical volume.” 

Statements about productivity trends since 1939 
which are based on national product are hazardous, 
since the reported changes may reflect no increases 
whatsoever in industrial efficiency.2 Gross national 
product measures‘ the market value of the finished 


1There was no change in output per man-hour shown in 1945 and 
1947, The percentage change from 1939 to 1949 was calculated from 
figures obtained by approximating the values plotted in the chart 
since the supporting figures were not given anywhere in the report. 

*For example, when the number of steel ingots is measured, there 
is a specific unit which can be counted. But when the value of banking 
services, for instance, is to be added to the steel ingot production, 
there is no common unit of measurement. However, in order to obtain 
some idea of changes in the volume of heterogeneous commodities 
and services, an artificial unit of measure is introduced—the value 
of the items adjusted to eliminate the influence of price changes. 

3During periods of relatively stable economic conditions, national 
product per man-hour is not seriously affected by this limitation and 
is likely to approximate productivity movements. 

4Government services are considered a final product in the national 
product estimates shown in the CEA report (the estimates are those 


goods and services produced by the economy. It thus 
may be regarded as the sum of the net production 
(before depreciation) of the several industries or 
branches of the economy. The contribution varies 
substantially from industry to industry both in total 
and on a per worker basis. In manufacturing, for 
instance, income originating per full-time employee 
in 1939 ranged from $1,036 in the textile mill industry 
to $3,393 in the petroleum products industry.” 

Over the years, these differences among industries 
can affect the value of gross national product per 
worker for the economy as a whole. This can occur 
when there is a substantial change in the distribu- 
tion of employment among the industries, even 
though physical output per man-hour, the average 
work week, total employment and prices were the 
same at both dates. For instance, when a larger pro- 
portion of the work force is employed in industries 
with high originating-income per worker, it will in- 
crease the average national product per worker in the 
country. And the opposite can occur in the reverse 
situation. 

The hypothetical situation shown in the following 
table illustrates the influence of product-mix upon 
value output: 


Value of Net Contri- Value of 
Industry Employment bution per Worker to Total Production 
19389 1948 Total Production 1939 1948 
(1) (Q) (3) (Col.1x (Col. 2x 
Col. 3) Col. 3) 
Pee at It eet B 200 250 $3,000 $600,000 $750,000 
Biv. Tato shee {amon 100 © 50 1,000 100,000 50,000 


Total, A plus B....300 300 $700,000 $800,000 


The combined value of the total production in these 
two industries increases $100,000 from 1939 to 1948 
in this example when fifty workers are transferred 


prepared by the Department of Commerce). Obviously, then, the 
output-per-man-hour figures derived by using deflated GNP as the 
numerator are influenced by this component. Yet the meaning of 
national product per man-hour for government is particularly obscure. 
The government’s net contribution to total production, after depre- 
ciation, is measured solely by the amount of compensation which it 
pays to its employees. Since there is no market value of most govern- 
ment services, it is impossible to get a meaningful income in constant 
dollars. If wage rates paid are used in place of market value the 
resulting figures might just as well represent the number employed 
as the amount produced. 


1The net contribution is computed by subtracting materials, sup- 
plies, etc., purchased from other industries from the gross value, before 
depreciation allowances, of an industry’s output. This subtraction is 
necessary to prevent duplication in the national accounts, since the 
products of many industries are the raw materials used by other 
industries. 

*Gross national product estimates are not available by industry. 
The figure given here refers to the net contribution after depreciation 
allowances and other miscellaneous items. The substitution does not 
seriously affect the differences among industries. 
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from industry B, where the net contribution per 
worker is low, to industry A, where each worker’s 
contribution has a higher value.t 

In other words, a shift in the pattern of produc- 


- tion can substantially change the national product/ 
» labor-input figure without any change in physical out- 


put per man-hour having occurred in any industry. 
During the war period, the pattern of production in 


the United States did change radically. It shifted 


toward industries in which value added per worker 
was high. This shift partly explains the rise in gross 
national product per man-hour during 1939-1945. 


_ Even for the postwar years, when the industrial com- 
position of production was more nearly comparable 


with prewar patterns, it is difficult to determine what 
part of the increase in national product per man-hour 


' is attributable to gains in productivity, to shifts in 
- production,? or to other factors. 


After studying the bits of information that are 
available on changes in physical output per man-hour 
in various sectors of the economy (a measure which 
does indicate industrial efficiency) , Dr. Solomon Fab- 
ricant, an authority on productivity trends, concludes 
that “output per man-hour during the past decade 
—that is, from about 1939 [to about 1948]—has not 
increased as rapidly as that 2% average which we 
had learned to experience during many decades be- 
fore World War II.’ 

It is easy to see how under the circumstances a dis- 
torted picture of productivity trends since 1939 can 
result from the CEA chart. 


GerTRUDE Drutscu 
Division of Business Economics 


1It is assumed, in this example, that prices and hours of work were 
the same at both dates. 

*By 1949, the distribution of workers had not yet completely re- 
turned to the 1939 relatives. In manufacturing, for example, about 
53% of all factory production workers were engaged in durable goods 


. industries as compared with 44% of the total in 1939. 


’See section, “Productive Trends: Past, Present and Future,” in 
“Incentives, Payrolls and Social Costs,” Controllers Institute of 
America, 1948. 


Business Forecasts 


Malcolm P. McNair, professor of marketing, Harvard 
University (in an address to the National Retail Dry 
Goods Association, January 10)—“Business activity: the 
Federal Reserve index now at approximately 175 is likely 
to range between 170 and 180 for the year. Prices: the gen- 


- eral wholesale price index, now at 151, will probably slip 


off a little, into the 140’s. The consumer retail price in- 
dex, now at 168, is also likely to drop a little, perhaps 


_ to the lower 160’s, with most of the decline in food prices. 
Employment: The number of jobs may well remain be- 


tween 59 million and 60 million, at least for most of the 
year. Unemployment, now a little under 3.5 million, will 
probably rise to 4 or 4.5 million. Business profits: In gen- 
eral, business profits will be moderately lower in 1950 
than in 1949.” 


Charles T. Broderick economist, Lehman Brothers (in an 
address to the National Retail Dry Goods Association, Jan- 
uary 10)—“The inventory liquidation to which the econ- 
omy was subjected in 1949 is unlikely to be repeated on 
the same scale in the immediate future . . . . Total con- 
sumer income will probably increase by some $6 billion or 
so between the last half of 1949 and the first half of 1950, 
and should therefore be the principal support of the econ- 
omy during the next few months. . . . The direction of 
business activity in the first half of 1950 will be some- 
where between flat and slightly rising. . . . Business may 
roll over in a minor way around the middle of the year.” 

Roland A. Erickson, president, Guaranty Bank & Trust 
Company, Worcester, Massachusetts (Commercial and Fi- 
nancial Chronicle, January 26)—“We cannot expect 1950 
to be a boom year because certain basic industries are be- 
ginning to see the satisfying of the peak of the war-created 
demand and may face reduced production schedules be- 
fore the end of the year. There is some evidence that later 
in 1950 the auto, agricultural equipment, railroad equip- 
ment and industrial construction industries will decline from 
the record output of 1948 and 1949.” 

Marcus Nadler, professor, New York University (in an 
address at the 12th Annual Arthur M. Reis Forum, Jan- 
uary 10)—“The volume of business activity will be . . . 
somewhat smaller than in 1949, brought about primar- 
ily by a decline in the second half of the year in the 
heavy goods industries. . . . The volume of retail trade 

. will be as large as in 1949 and may be somewhat 
larger.” 

Jules Backman, associate professor, New York University 
(in an address to the Pennsylvania and Atlantic Seaboard 
Hardware Association, January 24) —“For 1950 as a whole, 
total disposable income should not vary significantly from 
the 1949 total. However, the trends will not follow the 
1949 patterns. Total incomes should be somewhat higher 
in the first half of the year than in the second half... . 
For the economy as a whole, profits will be lower in 1950 
than in 1949.” 


Oil and Steel 


Albert J. McIntosh, economist, Socony-Vacuum Oil Com- 
pany, Inc. (a talk before the Security Analysts Society, 
February 6)— Domestic sales of the oil industry may show 
increases of: “gasoline, 4%; kerosene, 6%; home heating 
oils and diesels and other light fuels, 14%; heavy industrial 
fuel oils may show a 2% drop or may increase that 
much. . . . This indicates “an increase of 5% to 6% in 
total domestic demand.” 

Tom C. Campbell, editor, Iron Age (from a summary of 
remarks in a talk to the Association of Customers’ Brokers, 
January 10)—‘There should be a production of at least 
75 million tons of steel in 1950. . . . The first six months 
will be good. But so will the last six months.” 


Crcitz PoLtiack 
Division of Business Economics 
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What Profits Figures Do You Read? 


HAT is the current trend of corporate profits? 

Most people would agree offhand that with 
business activity on the upswing, the trend of profits 
is very likely upwards, at least for now. 

But the important thing to measure is the changes 
in profits. And on that score it is still too early to 
obtain any 1950 data. 

What, then, happened in 1949? Businessmen and 
economists agree that profits fell rather sharply from 
the 1948 highs. Estimates by the President’s Council 
of Economic Advisers show that total corporate 
profits before taxes last year were off more than 20% 
from 1948. This drop seems to fit in with the facts 
of the spring and summer recession and the autumn 
strikes, though it is a much sharper decline than 
occurred in national income, total corporate sales, or 
other over-all measures of business volume. 


WAIT FOR REVISIONS 


But even such an estimate of total profits, after 
taxes, tells very little of the story. For one thing, early 
estimates usually require drastic revision later. The 
council’s staff originally estimated that, between the 
second and third quarters of 1949, profits dipped 3%. 
Later figures indicated an over-all rise of 8%. Much 
the same may be true of the council’s fourth-quarter 
1949 estimate, on which the figure for the year as a 
whole is in part based: the council’s first figure has 
showed the fourth quarter of 1949 off 5.3% from the 
third quarter, largely owing to the strikes. Yet indus- 
trial output and gross national product remain largely 
unchanged, so perhaps the profits figure will later be 
revised. 

One reason why late and early reports on profits 
can change radically is the diversity of trends among 
various industries. For example, while total corporate 
profits were off sharply, those of the automobile in- 
dustry were up 40% from the first three quarters of 
1948 to the first three quarters of 1949, the last period 
for which complete and detailed figures are available. 

The automobile industry was not the only one that 
went counter to the general trend. For example, from 
the second to the third quarter of 1949, total profits 
verged upward. Yet six of the twenty-two manu- 
facturing industries recorded declines. Similarly when 
total profits were falling, from the first to the second 
quarters of last year, five industries increased their 
profits. And while the manufacturing and other major 
industry groups were suffering shrinkages in profits, 
some public utilities were improving their positions. 

Even when total profits were still rising in 1947, 


in the midst of the postwar profits boom, profits in 
several major industries turned down. The paper and 
leather industries are leading examples. Thus some 
industries have led the general decline in profits by 
several months or more, while in other groups profits 
have held up for a period after a general downswing 
has begun.t 

Even when profits rise or fall simultaneously, the 
changes are very different in size. From the third 
quarter of 1948 to the third quarter of 1949—to use 
an extreme illustration—profits of manufacturers of 
textile mill products fell 61%; profits of the stone, 
clay, and glass manufacturers declined only 4%. 


DISPARITIES STARTLING 


What does this indicate for 1950? Any broad gen- 
eralization obviously must be conditioned by differ- 
ences among industries. But even within a particular 
industry there is no uniformity in either the record 
or the outlook. Take the machinery industry. Over- 
all, it has shown a declining profits trend since the 
middle of 1948. Yet a concern like the Mergenthaler 
Linotype Company was able to report that for 1949 
its profits had risen by 55%. 

Many agencies, public and private, compile profits 
figures. Some of these series cover only a limited 
group of corporations. Others claim to cover a whole 
segment of the economy. A few, like the Department 
of Commerce figures and the Council of Economic 
Advisers’ estimate cited above, aim to measure profits 
totals. Yet all of them are based, in the end, on data 
from only some, not all corporations. And what these 
profits series show depends on which, and how many, 
industries and companies are surveyed. 

The two top charts give the more important of 
these series—all reduced to a common base, with 
the first quarter of 1947 as 100. In many cases, the 
trends diverge, and generally the size of the changes 
from one period to another differ. 

For example, in 1948 the Commerce total profits 


. series showed a downturn from the third to the fourth 


quarters. The other series continued to rise until the 
fourth quarter, when a precipitous decline set in. 
Again, for the two-year period 1947-1948, there was 
some disparity between the Commerce all-manufac- 
turing-profits series and a like series compiled jointly 
by the Federal Trade Commission and the Securities 
and Exchange Commission. 

Perhaps even more striking have been the differ- 
ences in degree of the rise or fall in profits as re- 

1These industry differences will be explored in a later article. 


Whose Profits? 
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Profits trends vary with different groupings of companies (profits after taxes, no inventory adjustment, 
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What Are Profits? 
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ported by the various series. Thus the Federal Re- 
serve Board’s profits figures for 200 large manufac- 
turing companies zoomed by 287% during 1948, out- 
stripping all the other series. Of course, these series 
measure different industries and sometimes different 
firms within an industry. That is the main reason for 
differences in the movement of profits figures. 

The movements of the two curves in the first chart 
need not be the same because one covers all corpora- 
tions while the other measures manufacturers’ profits 
which average only about half of the total. 

Similarly, the series of the Federal Reserve Board 
for 200 large manufacturers need not—and does not— 
show the same trend as data for all manufacturing 
firms compiled by the Federal Trade Commission and 
the Securities and Exchange Commission. 

Even the two fairly comprehensive series for all 
manufacturers—the Department of Commerce vs. 
the FTC-SEC—do not move the same. That is 
particularly true in 1947 and to a lesser degree in 
1948 when the Commerce Department used a dif- 
ferent sample than the FITC-SEC, though both 
samples of manufacturers were large ones. 

Because of these differences in coverage, it is im- 
portant to know just how the various series are com- 
piled and what they contain in order to determine to 
what extent they may reasonably be used as guides 
to profits trends. But there is a prior question which 
must be examined first. What are profits? Profits 
trends vary, depending on the definition of profits (as 
well as on whose profits are measured). 


ACCOUNTING CONCEPT OF PROFITS 


The numerical sum of profits (or losses) is derived 
by taking the difference between revenues and ex- 
penditures during a‘specific fiscal period. Items of in- 
come and outlay are assigned according to sophisti- 
cated accounting techniques. Consequently, the mag- 
nitude of the profits figure is subject to change with 
the changes in the definitions and computations of the 
components of the balance sheet. In recent years, 
many formal and informal attempts were made to 
alter reported profits by a different handling of such 
important items as depreciation, inventory valuation, 
capital gains and losses, etc. 

Such variations in accounting can spell the differ- 
ence between reported profits and losses of a firm, or 
of different rates of profits among firms. Generally, 
for corporations at large, many of the items in the 
profit and loss statement must be handled in a man- 
ner prescribed by the Bureau of Internal Revenue, the 
Securities and Exchange Commission, or some other 
regulatory body. Reports of aggregate profits are also 
subject to problems of definitions and the accounting 
practices required or utilized by the reporting agency. 
This is true of reports whether for the economy, for 


manufacturing corporations, or for a selected group 
of corporations whose profits experience is taken to 
indicate the underlying trends in the corporate sector. 


HOW INVENTORIES ARE FIGURED 


In short, profits is simply a generic term used to 
describe the results of a series of bookkeeping trans- 
actions. In the absence of unusual economic dis- 
turbances, such as rapid price changes, differences 
in definitions and processes of accounting can hardly 
affect the profits figure significantly. 

Under different conditions—those of the postwar 
era—considerable controversy can and has raged as 
to the actual level of profits. 

The most usual current practice is to count a com- 
pany’s inventory at cost or market, whichever is 
lower. On a rising market, when the inventory is 
carried at cost, profits tend to be overstated in one 
sense. For a company tends to sell its product at 
prices high enough to cover the currently increased 
cost of goods it must purchase, and yet charges as 
costs only the original, lower value of the goods for- 
merly purchased and carried in inventory. Thereby 
it makes paper profits which actually should be used 
to replace inventory at the higher prices. On a de- 
clining market, such as existed in 1949, this practice 
tends correspondingly to understate profits in this 
sense.} 

In order to correct for these paper or book profits 
and losses arising from price changes, the Department 
of Commerce includes in its national income series 
an adjustment for inventory valuation. This adjust- 
ment is arrived at independently from the profits 
figure and is computed from the measured value of 
the inventories.2, The inventory valuation adjust- 
ment is subtracted from (or added to) profits in 
order to have them reflect more adequately cur- 
rent operations.2 When these corrections are applied 
to the gross profits figures the results are often sig- 
nificantly altered. 

Corporate profits before taxes—of all industries 
before and after inventory valuation adjustment—are 

1The Bureau of Internal Revenue now permits corporations to 
keep their inventories recorded on a, last-in-first-out basis. Under 


this scheme, the price rise (or decline) is partly eliminated from re- 
ported profits (or losses) since the cost of inventory is charged at a 


’ figure closer to the replacement cost. 


*It is the difference between the physical change in inventories in 
current prices and the change in the book value of the year-end 
inventory. 

‘In like manner, if an attempt were made to value capital goods 
more realistically, further changes in profits and national income 
would result. See J. Frank Gaston, “Effects of Depreciation Policy,” 
Studies in Business Economics, Number Twenty-two, National 
Industrial Conference Board, January, 1950, and Solomon Fabricant, 
“On the Treatment of Corporate Savings in the Measurement of 
National Income,” Studies in Income and Wealth, vol. 1, National 
Bureau of Economic Research, New York, 1937, pp. 113-142, and 
Simon Kuznets, “Changing Inventory Valuations and Their Effect 
on Business Savings and on National Income Produced,” ibid., 
pp. 145-172. 
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_ shown by quarters from 1946 through 1949. (See 
page 117; the last quarter is estimated.) With both 
_ the value of inventories and the level of most prices 
rising until late 1948 or early 1949, the cost of re- 
placing inventories was increasing. Regular profits 
reports valued inventories at their purchase price, 
giving rise to statements of enormous increases in ag- 
- gregate profits. With the adjustment made for the 
book profits arising from price changes, the profits 
level was lowered and the rise moderated. Moreover, 
the downturn in the level of profits on this altered 
series did not.occur until several months after the 
. reversal of the unadjusted series, and was not so 
pronounced. 


ACCOUNTING FOR TAXES 


Tax liabilities are computed on book profits, not 
on adjusted (or economic) profits. When profits were 
being inflated by rising prices, taxes on book profits 
were very high, and in a sense actually were levied on 
part of the corporation’s capital. But, since book 
profits fell more rapidly than real profits during 1949, 
taxes accrued less rapidly; and profits after taxes fell 
less sharply than if they were computed on the adjust- 
ed basis.1 This, as shown in the last chart on page 117, 
is most clearly evident during the first three quarters 
of the year. The fourth-quarter figure is an estimate 
and is subject to correction. 

Even with the estimated sharp decline in profits 
from the third to the fourth quarter of 1949, profits 
for the year just ended actually were 3% higher than 

1This problem is partly solved by the use of lifo. 


during 1948, on an after-tax, after-inventory adjust- 
ment basis. 

Moreover, both taxes and inventory adjustments 
affect answers to the old question of how large a share 
of the national income is being taken by profits. Since 
the war, corporate profits before taxes—with or with- 
out inventory adjustment—have been a larger per- 
centage of national income even than in 1929 and the 
Thirties, but generally less than in the war years. 

After taxes, but before inventory adjustment, prof- 
its have taken a smaller share than in 1929 but, on 
the average, a larger one than in war years. The 
reason is that tax rates today far exceed those of 1929, 
but are less than in the war years with their excess- 
profits levies. However, even after taxes, profits ad- 
justed for inventory valuations in 1949 took a larger 
share of national income than in any of the preceding 
twenty years. 


NOT FOR TAX PURPOSES 


Most readers of company reports to stockholders 
are familiar with the fact that a great many individual 
corporations in recent years set up special reserves 
for depreciation, possible inventory losses or other 
contingencies. And most are also familiar with the 
fact that profits reports made for tax purposes to the 
Bureau of Internal Revenue are not permitted to in- 
clude such special reserves as deductions from profits. 

Hence the natural question arises as to the account- 
ing practices on which the various profits series are 
based—and whether differences in these practices 
account for major differences in the trends of the 


A Long-term Look at Profits as a Per Cent of National Income—Before and 
After Inventory Valuation Adjustment 
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profits series. The initial over-all answer is that the 
differences between profits reports to stockholders 
(that may include special reserves) and those to 
various governmental agencies do not, in general, 
create major differences in profits trends. 

There are several reasons for this. Not all corpora- 
tions make such special allowances. Some companies 
do at times, but not at other times. And even the 
allowances that single firms make are rarely so large 
as would seem justified in order to bring profits up (or 
down) to their “economic” levels. Nonetheless, ac- 
counting differences play some role in the variations 
among the profits statistics—along, of course, with 
the differences in numbers of firms and industries 
entering into the several profits series. 

Businessmen, investors and economists are all quick 
to jump on reports of profits as soon as they become 
available. The first data always to be had are those 
from reports of relatively few, usually large cor- 
porations. Various private agencies usually compile 
special tabulations of these companies’ reports to the 
public. One such prompt tabulation used to be regu- 
larly issued (but was recently discontinued) by the 
Nationally City Bank for 400 identical large manu- 
facturing corporations. The course of this series ap- 
pears on page 117. Its movement naturally is affected 
by its limited coverage. 

As is plain from the charts, the movements of this 
profits series are much like that of the compilation 
prepared by the Federal Reserve which is based on 
public reports of 200 large manufacturing corpora- 
tions. This group is heavily weighted by large durable 
goods manufacturers. 


THE FR SERIES 


Profits before and after taxes are based on current 
manufacturing operations only. For this reason, the 
Federal Reserve excludes from profits such items as 
tax credits applicable to prior years, transfers of re- 
serves to income, nonrecurring profits from the sale 
of fixed or other assets, and intercorporate dividends, 
when large. The reported figures are also adjusted to 
include as profits such items as funds set aside for 
contingency, inventory, special depreciation and simi- 
lar reserves. Special adjustments of this nature were 
large in 1946 but have been nominal since. 


THE SEC SERIES 


Virtually as prompt as the Federal Reserve series 
is the profits series of the Securities and Exchange 
Commission and Federal Trade Commission. These 
agencies have been compiling and jointly publishing 
profits figures on manufacturing corporations since 
1947. This series is probably the most comprehensive 

1The National City Bank, however, continues to compile quarterly 


profits reports of those companies which issue figures. This series is 
not strictly comparable from quarter to quarter. 


available and provides quarterly profits data by in- 
dustry and by size of corporation. 

The figure for aggregate profits in manufacturing 
corporations is not, however, the sum of the profits 
of all firms. It is, instead, the aggregate of the profits 
of a sample of companies, which is then weighted and 
blown up to represent all manufacturing corporations. 
As in all samples, errors due to sampling are inevit- 
able. Additional errors creep in owing to a nonresponse 
bias,’ and the incompleteness of the universe sampled. 
Such errors militate against any attempt at pinpoint 
reporting of total profits and should raise a flag of 
caution to the interpreter of profits fluctuations, par- 
ticularly if the change is small in magnitude.” 

The FTC-SEC questionnaires follow, whenever pos- 
sible, generally accepted accounting definitions. This 
means adjustments in profits reports of companies 
as made to stockholders. However, a good many spe- 
cial reserves and the like are accepted in the profits 
reports made to FTC-SEC. 


THE COMMERCE SERIES 


Profits in manufacturing as reported by the De- 
partment of Commerce are now based upon the FTC- 
SEC quarterly reports. Prior to 1949, the Commerce 
Department maintained an independent sample, and 
its series showed some wide disparities from the FTC- 
SEC data. Although it now uses the FTC-SEC re- 
port, with revisions back through 1948, it makes sev- 
eral adjustments to bring the figures into line with 
its concept of national income. It also applies slightly 
different weights, computes quarterly tax rates dif- 
ferently and makes minor statistical corrections. All 
these also permit some difference in movement be- 
tween its series and that of the FTC-SEC. 

The Commerce Department’s estimates for indus- 
tries other than manufacturing are based mainly on 
samples compiled from published financial reports 
and on information available from various federal 
regulatory agencies such as the Interstate Commerce 
Commission, Federal Power Commission, etc. Profits 
data for wholesale and retail trade are least satisfac- 
tory. 

All the profits reports issued by the Department 
of Commerce are based on benchmarks provided by 
the Bureau of Internal Revenue, which, however, does 
not process and consolidate tax returns for several 
years after the year of tax liability. But it also ad- 
justs profits as reported to the Bureau of Internal 
Revenue according to definitions which it considers 
more consonant with national income concepts. Thus 
intercorporate dividends are subtracted from compiled 
net profits to eliminate double counting.’ Profits are 


1A slight distortion caused by the failure of some of the firms in 
the sample to report. 


*See below for some limitations of quarterly profits and figures. 
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counted before subtraction of charges to income for 
reserves for depletion. Capital gains and losses are 
netted out so that profits will reflect current opera- 
tions only. The Commerce Department also makes a 
few other adjustments. 


ABOUT QUARTERLY DATA 


Some caution must be exercised in comparing 
/ quarter - to - quarter profits. Several of the limita- 
tions inherent in such reports have been indicated in 
_ the above sections. There are other important limita- 
tions attached to quarterly profits data. Many cor- 
porations make adjustments in several of their ac- 
counts during the last quarter of the year. Many 
compute tax liabilities differently from quarter to 
quarter. These and similar factors make it difficult 
to adjust the quarterly changes for seasonal influ- 
ences. Inventory valuation adjustments on a quar- 
terly basis are also subject to a considerable margin 
of error. 


1This adjustment affects chiefly the mining industries and products 
of petroleum and coal within manufacturing. 


What Executives Say 


The quarterly series of the FTC-SEC are still so 
new that interpretations of their movements must be 
restricted, particularly because of the lack of sub- 
sidiary information necessary for an analysis of causes 
of the changes. 

Despite these limitations, the quarterly profits 
series is an important contribution to financial statis- 
tics. It provides a good approximation of profits 
movements and of business in general. Furthermore, 
this year will present the first chance to check the 
FTC-SEC sample with the full collation of corporate 
reports as published by the Bureau of Internal Rev- 
enue in the “Statistics of Income for 1947.1 With 
this check, the benchmarks for the profits sample can 
be revised, if necessary, to provide a more accurate 
and useful tool in the hands of businessmen and 
economists. 


Hersert R. Brinserc 
Division of Business Economics 


1The “Statistics of Income for 1947” will be issued some time in 
1950. The FTC-SEC series first appeared in 1947. 


Directors Should Direct 


Building Materials and Supplies: Routine Matters to 
Management 


“In my experience, the function of the board of directors 
is in general confined to considerations of questions involy- 
ing (1) corporate finance; (2) major personnel and public 
relations matters; (3) relationships between management 
and stockholders; and (4) acquisition and disposition of 
assets.” 


“We have never attempted to fix any boundaries between 
the functions of the board and corporate management. 
Roughly, matters of major importance are referred to the 
board and those that might be considered routine are de- 
termined by management. Our directors have not made it 
a practice to delegate authority and have attempted to ex- 
ercise their own independent judgment in arriving at 
policies which, they think are in the best interests of the 
company.” 

“In our company, only two on a board of eleven are full- 
time officers. There is a rather definite line of distinction 
_ between the functioning of the board and the management. 
The board is consulted and participates in the formulation 
of the broad policies which constitute the framework within 
which the management conducts the business. 


“For example, the board will determine the over-all 
amount of the capital improvement budget for the year. 
It will receive and listen to the reports and recommendations 
of the management but will not necessarily accept them 
in toto. However, having approved the over-all budget, 
the board does not concern itself with how the money is 


to be spent in so far as individual items are concerned un- 
less some item is a major one.” 


“Tt is quite normal for our board to request from the 
stockholders recommendations on problems which the board 
has legal authority to determine for itself. Included are 
purchase and disposition of assets, general sales policies, 
and financial matters. Referring such problems to the 
shareholders is of decided advantage since the manage- 
ment and the board desire to keep the stockholders well 
informed as to the conduct of the company’s business, and 
wish at all times to retain a close relationship with them. 
To do this it is almost essential that certain matters be 
referred to stockholders which legally might be within the 
authority of the board. The accepted legal authority of a 
board is somewhat narrow, and, although it is unnecessary 
to place the matter before the shareholders, it often appears 
the proper thing to do.” 


Food Products: Delegation—But Within Limits 


“Directors might be tempted to approach stockholders 
to determine a question of policy. But this may very well 
cause the stockholder concern and adversely affect confidence 
rather than serve the good purpose which might have 
prompted the submission in the first place. We believe that 
keeping the stockholders currently advised—in our case 
at least quarterly—is adequate discharge of the steward- 
ship.” 

“Ordinarily our directorate does not approach stock- 
holders on problems which the board possesses authority to 
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handle. However, stockholders’ approval of our retirement 
annuity plan was obtained before it was put into effect.” 

“Our board delegates to corporate management most of 
the authority which it possesses intrinsically. This includes 
almost all phases of management, including designation of 
individuals in key positions.” 

“Our board has contact with management through an 
executive committee, but the board does not delegate any 
of its authority to the executive committee other than the 
right to make appropriations for expenditures within a cer- 
tain sum.” 

“The functions of the board and corporate management 
divide principally on broad policy and operating matters. 
The board has left all detailed matters of operating the 
business to the officers. The board acts principally on 
financial and corporate matters of broad policy. In certain 
financial matters, such as bank borrowings, parent company 
loans to subsidiaries, appropriations for employee com- 
pensation and for capital expenditures by the subsidiaries, 
the board has delegated authority to the officers to act 
within certain dollar limits. Usually in such cases, reports 
of the action taken by the officers are made to the board 
periodically for its information.” 

“Our directors seldom approach stockholders on any 
problem. Actually, we are a closely held organization. The 
only problems presented to stockholders have been with 
reference to handling or distributing stock.” 

“Our directorate does not approach stockholders on prob- 
lems which it possesses authority to handle. The only 
time the directors go to the stockholders is when the action 
is required by the by-laws.” 

“I have always questioned corporation reports indicating 
that officers and directors only held token shares in their 
company. I have been particularly disturbed to note that 
high corporation officers, drawing big salaries, have little 
or no stock in their companies. I believe that it is an un- 
healthy situation.” 

“Our by-laws do not require directors to own stock to 
qualify. However, our directors hold beneficially over 7% 
of the total issued and outstanding stock. Some of these 
directors in a fiduciary capacity represent substantial ad- 
ditional shares. Five of our directors devote their business 
life exclusively to the affairs of the company. Criticism 
because of comparatively small holdings held by directors is 
unwarranted. Their stake in the success of the business is 
far greater than would be that of a director with a sub- 
stantial stock interest. We also have other directors whose 
experience and background particularly qualify them to 
make contributions to the welfare of the company. Like- 
wise, criticism against these directors for owning little or no 
stock is invalid because of their great contribution to the 
welfare of the company.” 


Leather and Products: Stock Ownership Not Necessary 


“The boundary between the function of the board and 
the corporate management is clearly defined in our com- 
pany. Two of the directors are actively connected with the 
business and the rest are senior advisors to the manage- 
ment. The board acts upon major decisions which must be 
made for the well-being of the business. Contrariwise, cor- 
porate management takes care of the day-to-day problems 
which arise. Since the board meets regularly, there is no 


great delay in securing decisions on the major matters re- 
ferred to it. In fact, it is quite common practice with us to 
call special meetings when the need arises.” 

“It is possible that many decisions made by our manage- 
ment would be referred to our board if the organization 
were larger.” 

“As to the criticism against directors not owning stock, 
our opinion is that anyone who can add mature judgment 
and good business sense should be made a director provided 
his responsibilities are carried out with energy and candor 
and with no ulterior motives. 


Paper and Products: Stock Ownership for Professional 
Directors Not Advocated 


“The board has the function of requiring adequate 
accounting from the management as to its administration 
within the policies laid down. 

“Determination of policy when directors are not in 
session is accomplished through delegation of all powers 
(except that of amending the by-laws) to an executive com- 
mittee.” 

“We frequently approach stockholders and get their ideas 
about things of any importance, such as the purchase of 
timberlands, the building of plants or extensions. So far, 
we have never had any situation which indicated any dis- 
advantage in doing so. We have always felt that it was 
better to have these things discussed and for some of the 
principal stockholders to be satisfied in advance, and so 
avoid any comment or disagreement later on.” 


“Our board has handled all matters within its jurisdic- 
tion without asking special stockholder approval. However, 
this is not a policy and could be modified at any time if 
occasion indicated its desirability.” 


“Tt seems to me disadvantageous for the board not to 
assume the responsibilities properly placed upon it, and by 
consulting stockholders to create an impression of lack of 
harmony, although actually this may not be the case.” 


“Our present by-laws require our directors to own stock. 
However, our proposed revised by-laws expressly state that 
a director need not be a stockholder. We believe that it is 
not necessary for directors to own stock in order to be 
good directors. We occasionally have one or two stockholders 
who comment on their proxy about the small number of 
shares of common stock owned by one or two of the di- 
rectors. Of course, many people believe that directors 
should own a substantial interest in the company in order 
to be good directors. Other people believe that directors 
can be more objective and, therefore, better directors if 
they are not substantial owners.” 


“As to directors not owning stock, the present corporate 


setup has distinguished between ownership and manage- 


ment to the extent that it is of advantage to shareholders 
to obtain the best thinking that they can without relation 
to the ownership of shares in the individual corporation. 
Bankers, investment men and attorneys should be selected 
because of their caliber and not because they represent 
a profession or own a few shares of stock.” 


Petroleum: Management and Directorate Often One 


“Ten of the twelve members of our board are regular em- 
ployees and each has direct charge of certain activities. 
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30 we do not have the division of functions as do other 
companies with outside directors.” 


- “Our board does not customarily approach stockholders 
on matters which, in the opinion of counsel, the board has 
authority to handle. As the federal securities laws now 
stand and are administered, it is increasingly difficult to de- 
side which matters should be presented for stockholders’ 
action and which should not. Each case has to be con- 
sidered and decided on its merits.” 


_ “The successors to the earlier directors have been men 
who qualified for the position more because of a proved 
sapacity in the conduct of the business than for the size 
of their stockholdings. The progress of the company to 
date, from a shareholder’s standpoint, seems to indicate 
that satisfactory results can be obtained under such a sys- 
zem. Because of this progress, management has adhered to 
ts policy of carefully assaying the executive capacity of 
candidates for director without regard to the shares of 


company stock held by such candidate.” 


_ “Our directors are not required to own stock to qualify, 


and actually own less than 1% of the voting stock. In gen- 
eral, it would be better to have the directors own a much 
larger percentage of the stock, but our company is committed 
to a policy of having the majority of its directors from 
among its officers and, under such circumstances, it is im- 
possible tq find directors who are wealthy enough to own 
large blocks of stock.” 


Textiles and Products: 
Eligible Directors 

“A wise director depends upon management. Manage- 
ment, if wise, keeps directors fully informed. A director 
a such has no managerial functions, unless he happens to 
e employed. Part of the directors in some corporations 


re full-time managers or assistants.” 


Stock Requirement Limits 


- “In some corporations, I happen to know that no manager 
is allowed to hire a salesman whose compensation is to ex- 
ceed $5,000 a year unless it is done with the consent of 
he board of directors. Also, I know of a corporation which 
does not allow its management to spend in excess of $1,000 
or any kind of capital investment unless it is done with 
the consent of the directors; and the directors, through the 
y-laws, are automatically prevented from spending any 
mount for capital investment greater than the amount 
harged off to depreciation and only then in case the 
orporation is operating at a profit. 


“In our case, the board delegates a very great amount 
f authority as to operations of the business. Our by-laws 
rovide that the board ‘shall have and may exercise all the 
owers of the corporation except such as are conferred by 
law, or by these by-laws upon the stockholders.’ They, of 
ourse, have the authority to delegate these powers, and, as 
matter of practice, do so. The by-laws provide that the 
resident shall be the head of the corporation and subject 
to the orders of the board of directors, and ‘except as other- 
ise ordered by the board by general or special vote, shall 
anage the current and ordinary business of the corporation 
nd shall be charged with the general oversight. . . .’ Of 
ourse, I do not need to say that the directors exercise cer- 
ain authority, like the declaration of dividends, delegation 
f signing authority, and the sale of property. These are 
rdinary and usual, I believe.” 


“Our directors only pass on top policy, most of which is 
suggested by the president. In no way do they get into 
specific management. That responsibility rests entirely 
with the president, who is the chief executive, and his sup- 
porting officers.” 


“The boundary between the function of the board and 
the corporate management differs considerably, in my 
opinion, between the company whose directors are pri- 
marily the officers at the top level of management and the 
one whose board consists solely of outside directors with 
the president the only officer who is also a director. In 
our company, the president is the only officer who is also 
a director. It necessarily follows that the board delegates 
to the president many of the functions which an officer- 
director board might not delegate.” 


“T do not know of our directorate ever having approached 
stockholders on problems which they clearly had authority 
to handle. We have asked for stockholder approval of our 
pension plan, but that is about the only point which ap- 
proaches the category implied in your question.” 


“Tn general, our directors approach stockholders only on 
technical matters requiring the approval of stockholders.” 


“Our directors must be stockholders of the corporation, 
but one share would qualify. A very small amount of stock 
is held by the directorate. I have never felt the require- 
ment that directors must be stockholders amounts to much 
more than one of appearance; I think it does have some 
value in that respect. A corporation would very much 
limit its field of availability if it required enough stock 
to make the success of the corporation vital financially to 
the directors. This would raise the danger of too much 
self-interest.” 


“A director might also be unduly influenced in respect 
to the amount of dividends, capital expenditures, etc., if 
he is a large stockholder. On the other hand, reputable 
businessmen who are directors of many companies are not 
likely to associate their name with a directorate without 
consideration of the responsibilities which they assume; 
personal stock ownership would not affect their judgment on 
what is best for the company. 


“Our by-laws state that the directors need not be stock- 
holders to qualify. While our directors, either individually 
or as trustees, have a substantial stock interest, we do not 
consider that this should be a requirement. If otherwise 
well qualified, a nonstockholder may be able to make 
greater contributions than a majority of those on the stock- 
holder list.” 


Miscellaneous—Nonmetal: Targets Are Established by 
Directors 


“The function of the board is first to elect the adminis- 
trative officers of the corporation and to outline the functions 
of each officer so elected. They should also outline the 
major policies under which management should operate. 
They should have jurisdiction over capital expenditures, 
the setting aside of sufficient reserves and the disposition 
of profits. The function of management is to operate the 
enterprise under the policies as outlined by the board 
on an economical and profitable basis. They should have 
control over the operating personnel and project the sales 
and internal policies of the corporation. Regular reports 
of operation should be furnished the board.” 
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“Our board of directors usually delegates to management 
all authority which is not specifically made by law an ex- 
clusive prerogative of the directors.” 

“Our board works very closely with the officers who are 
in active management of the company. The latter take no 
steps of any importance without either obtaining the board’s 
permission in advance or notifying the board promptly 
afterwards.” 

“Our directors consult with the stockholders and obtain 
stockholders’ approval on major projects just as a matter 
of policy, but there is no compelling necessity for them to 
do so.” 


“IT know of no case when our board approached stock- 
holders with any problems. On the other hand, we have 
always tried to advise the stockholders of any matters 
which the board felt of sufficient interest to bring to their 
attention.” 

“It is not necessary for the directors to own stock to 
qualify as directors, and they hold less than 1% of the 
voting stock. There seems no justification for criticism 
against directors for not owning stock in a corporation 
which they represent. Many directors are chosen to serve 
on a board by reason of their official position with a cor- 
poration or to obtain the benefit of the knowledge and ex- 
perience of a particular individual. I feel that these men, 
of outstanding ability, will render just as faithful service 
to the corporation whether or not they happen to own 
shares of stock in it.” 


Air-conditioning Equipment: Directors Review Opera- 
tions of Management 


“In actual practice, the board of directors decides policy 
matters and leaves the management of the company to 
the president who acts within the limits of such policies. 
Board policy matters are decided by the board. However, 
the board does pass upon the budget and its revision each 
quarter. It also reviews monthly operating figures, cash 
forecasts and passes upon the budget of capital expenditures. 
No capital expenditures are made unless they have been so 
approved. The board also fixes salaries above a certain 
limit and appoints all of the officers.” 


“It is customary for the board to place before stockhold- 
ers such matters as bonus plans and pension plans. These 
may not specifically require stockholder approval but are 
often subject to debate among stockholders after adoption. 
It has been our experience that this procedure avoids later 
unpleasantness.” 


“It does not make much difference in the attitude of the 
director toward his obligations where he only owns a small 
amount of stock. If directors are chosen carefully, it is 
our belief that they will exercise their responsibilities with 
due diligence. Obviously, a director who has substantial 
holdings will have an added personal interest in the fulfill- 
ment of his duties.” 


Auto Equipment: Pension Plan To Be Submitted to 


Stockholders 


“Our board has confined its functions and activities to 
that phase of management which ordinarily is vested in 
the directors, and there has been very little, if any, delega- 
tion of authority. On the other hand, it is our policy to 
submit to the directors not only those matters upon which 


they should pass, but frequently other questions of policy and 
management upon which we desire discussion and_indi- 
vidual opinions.” 

“Although it is not our general policy to ask the stock- 
holders to express their wishes, there have been certain 
situations where it was deemed wise. As a case in point, 
when we have a retirement pension plan worked out we 
will submit it to the stockholders for approval before put- 
ting it into effect, although we are not required to do so 
under our articles of incorporation or by-laws.” 

“In some instances it is impossible for directors to own 
stock in companies just because they are directors, but I 
think it is inexcusable for the officers not to be stockholders.” 


“It is our opinion that directors should not be required 
to purchase stock. In many cases they can act indepen- 
dently when they do not own stock. However, as it is not 
a particular condition in our company, we have not been 
criticized for our directors not owning stock” 


Chemicals: Board Serves as Advisory Group 


“Duties and functions of our board of directors are quite 
clearly defined in our by-laws. The only delegation of au- 
thority, if one would call it that, is the creation of an 
executive committee. This committee consists of six of 
our twelve directors, meets semimonthly and has full au- 
thority to act for the board.” 


“Although our board does not delegate any of its author- 
ity, committees of directors are appointed to facilitate the 
work. The executive committee has power, while the board 
is not in session, to determine questions of general policy 
with regard to the business of the corporation. This com- 
mittee also has power to designate depositories of the funds 
of the corporation and to designate the persons authorized 
to withdraw such funds. An auditing committee reviews 
the records with the auditor, and a salary committee reviews 
the officers’ salaries. Both these committees report back 
to the directorate, which makes the decisions. Other com- 
mittees are appointed from time to time for special pur- 
poses as occasion requires.” 


“In our company the board of directors formulates its 
recommendations to the stockholders regarding any cor- 
porate financing; it decides on dividend policies; and it 
passes upon all appropriations. It does not pass upon any 
salaries except that of the president, largely because 40% 
of the board are themselves company employees. It ap- 
proves any important contracts that are unusual in nature, 
but is not asked to approve sales contracts for even the 
largest customers.” 


“Our board is made up of nine directors, four of whom 
are also the top corporate management. We confine the 


‘functions and actions of the board to those absolutely re- 


quired by the statutes and the by-laws of our company. Al- 
most all the matters presented to the monthly board meet- 
ing are brought before the meeting by some one of the top 
management group. The board sits as an advisory group and, 
as a matter of actual practice, relies heavily on management’s 
presentation and judgment.” 


“Sales policies, production planning, etc., are developed — 


by the top management group. The board confines its ac- 
tion primarily to such matters as approval of major capital 
additions, sale of any properties other than stock in trade, 


ns 
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declaration of dividends, and resolutions with respect to 
bank accounts and other contracts which require board 
action.” 


“Our directorate occasionally approaches the stockholders 
on problems which it possesses authority to handle without 
special stockholder approval. An example of this was in the 
adoption of our retirement program. Stockholder action 
on problems of this magnitude of importance seems desir- 
able. Such approvals, however, are rarely sought, since 
clearly the stockholders cannot be as intimately familiar 
with all the details of the problems involved and, therefore, 
in position to exercise as sound judgment as the directors.” 

“All our directors must own stock to qualify for the 
office. Their current holdings total about 5%. Personally, 
I do not feel that compulsory stock ownership for directors 
is the cure-all it is sometimes held out to be. Unless the 
stock ownership requirement is made substantial, I do not 
think it would tend to influence corporate decisions. The 
most substantial stockholders are not always the best busi- 
nessmen. A large personal interest might tend to influence 
decisions in a manner that would not always be beneficial to 
the majority of stockholders or to the long-term good of the 
company.” 

“We have no requirement that directors must own stock 
to qualify. Out of fifteen directors, all but two are stock- 
holders, and a substantial quantity of stock is owned by the 
immediate family of one of these two. It is a matter of no 
importance to us whether or not a director is a stockholder. 
We endeavor to select men of character and ability who will 
be guided by their convictions as to what is best for the 
company. If the question of stockholdings were a significant 
factor, it would still be impossible to foresee whether the 
effect of such holdings on a director’s vote would be in the 
best interests of the company as a whole, or against them.” 


“Our directors need not own stock to qualify, but as a 
matter of fact each one is a rather substantial stockholder. 
I believe a stockholder-director, where his stockholdings 
are large, makes a better, more active director.” 


Electrical Appliances and Supplies: Policies Initiated 
by Management 


“We seek the advice of our directors on any important 
changes in company policy. For example, if we decide to 
add an entirely new line of products, the matter is dis- 
cussed wih our directors. If we add a new model to our 
present line, even at considerable expense, we report the 
matter but do not ask for a prior decision. If we buy 
$100,000 worth of raw materials or parts, we do not men- 
tion it to the directors, but if we are buying $100,000 worth 
of new equipment we report it.” 


“The functions of the board and those of corporate man- 
agement are clear and distinct. The board elects or ap- 
points a competent manager. It provides corporate man- 
agement with a comprehensive set of sound, general poli- 
cies. It knows enough about the business to be able to ap- 
praise the work of corporate management at regular inter- 
vals. 

“Corporate management conducts the operating affairs of 
the company in accordance with the general policies laid 
down by the board. It develops major operating policies. 
The board should set over-all company goals, but should 


prescribe the methods and procedures by which the goals 
are to be reached in broad terms only. 


“The directors of our company look to corporate manage- 
ment for the setting of goals and for formulation of general 
policies. In practice, they approve or disapprove of recom- 
mendations submitted by management. They do not initiate 
or develop policy.” 


“It is not necessary for our directors to own stock to 
qualify, although about 25% of the total stock is held by 
them and their families. We think directors should hold 
considerable amounts of stock.” 


“Individuals should not be permitted to serve as directors 
unless they own stock. In many companies, stockholders 
get all too little representation as it is. However, a given 
individual may be eminently qualified to serve as a director 
yet own no stock. In these rare instances, I believe serving 
as a director would be permissible.” 


“Tn order to qualify as a director, an individual must own 
stock in the company. Only a very small percentage of our 
voting stock is owned by the directors and this, more than 
any other point, is the subject of criticism by stockholders 
at the time of requesting proxies. We are more interested 
in the ability and capacity of a director than in the amount 
of his stockholdings. Obviously, a large stockholder might 
make a very poor director. It is difficult to find men who 
are willing to serve on the board who have the necessary 
qualifications. Since men with the necessary qualifications 
are also directors of a number of other companies, it is 
manifestly impossible for them to have substantial stock- 
holdings in all of the companies of which they are directors.” 


Electrical Machinery: Directors without Stock Found 
Unbiased 


“Responsibility for day-to-day general management is 
lodged in a management committee consisting of the five 
directors plus two vice presidents, the director of planning 
and the assistant chief engineer. Its important decisions 
are ratified by the board.” 


“It is customary to discuss matters at stockholders’ meet- 
ings before action is taken by the directors even though 
there may be no necessity for stockholder approval. We 
have discovered no real disadvantages in such a procedure. 
The obvious advantages are that there is an incentive for 
directors to prepare presentations that are clear cut and 
understandable and to be ready with pertinent information 
for the questions that inevitably are evoked. In addition, 
suggestions are occasionally made at these meetings that 
are incorporated into the plan under consideration, but 
usually every effort has been made to secure the benefit of 
such suggestions well in advance of the actual meetings.” 


“Our procedure has been not to approach stockholders 
for approval of matters relating to management problems 
of the company. During the past fifteen years, the only 
matters referred to stockholders for approval concerned cor- 
porate financing or capital stock issue. This procedure has 
worked exceedingly well over a period of years. We believe 
our stockholders do not wish to be bothered with manage- 
ment problems. The directors are elected by the stock- 
holders to perform the duties of management, and with 
the assistance of company officers the necessary manage- 
ment functions are controlled.” 
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“The officers of the corporation are elected by the board 
of directors. Corporate management functions with regard 
to those things having to do with the normal course of the 
business of the corporation. The board acts specifically on 
matters over and above the normal course of operations, 
such as purchase or sale of real estate, the investment port- 
folio, authorizing opening of bank accounts, approval of 
contributions, and authorization of capital expenditures.” 


“It is our feeling that substantial stockholdings by di- 
rectors or officers do not necessarily mean that a company is 
well managed and to the best interest of the stockholder. 
Our directors are elected solely for their business experience, 
integrity and their background of corporate business know]l- 
edge in various lines.” 


Heating and Plumbing: Some on Board Should Be 


Stockholders 


“From my experience, the directors generally lay down 
the over-all policies of the company. They generally have 
provided to them more or less detailed statements of the 
corporation, such as profit and loss, operating statement, 
budget statement, etc. In going over these in detail, 
questions of management policy are discussed and general 
rules for the conduct of the business laid down.” 

“Yes, I think our directors do approach stockholders on 
problems where the by-laws might give them the authority 
to act. This is particularly true in long-range pledging of 
company funds, such as pension systems, bonus systems, etc., 
where the directors would be entering into a continuing 
financial obligation. We have also invited stockholders to 
appeal to the courts to clarify the dividend powers of the 
board. There are situations where questions of ultra vires 
either of the corporation or the directors arise. We have had 
several cases where our lawyers have been uncertain as to 
the powers of the directors or stockholders. We have 
gone to the stockholders and have had the question de- 
termined by the courts. There are considerable advantages 
to this, for it precludes “strike” suits against either the 
individual members of the board or the stockholders by 
what I might call professional trouble makers.” 


“Directors must own fifty shares of stock or more to 
qualify. Four per cent of the outstanding stock is owned 
directly by directors and an additional 2%% is owned by 
members of the immediate families of directors. It is our 
feeling that any director in any company should be a stock- 
holder of that company. We do not feel that the receipt 
of directors’ fees creates sufficient interest to make him a 
good director.” 


Industrial Machinery—General: Time Element Deter- 
mines Where Function Lies 


“In our experience, the time element largely marks the 
boundaries between the functions of the board of directors 
and the corporate management. Management must have 
authority to make the day-to-day decisions. Matters of less 
urgency, involving policy or expenditures, are properly sub- 
mitted to the board of directors. We can recall no instance 
where our board delegated authority which might ordinarily 
be considered its own.” 

“Where directors’ duties leave off and where their duties 
as officers of the company begin is a very difficult point to 
decide.” 
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An executive serving on the board of a bank and trust 
company and on the board of an industrial concern writes: 
“The bank board holds meetings twice a month, reviews far 
more of the detail of operations, and approves specific trans- 
actions to a much greater degree than does our board, which 
meets only monthly. Furthermore, there are several active 
committees of the bank board which provide fairly close 
supervision, direction and advice to the bank officers on 
their respective phases of the bank’s operations. Our own 
board seems to operate on the philosophy that its prime re- 
sponsibility is to provide competent and adequate manage- 
ment, to advise management upon request, to take formal 
action on such matters as are actually required (such as 
authority for signing blank checks and government bids), 
and considering dividend policy. While eager to offer advice 
and help when asked, our directors seem to refrain almost 
studiously from dabbling in operating matters, and ask our 
recommendation on every quandary which we present to 
them. I do not say that either of these two boards is wrong 
or right. Their respective manner of operation illustrates 
the range of thinking which can be appropriate.” 


“Our directors concern themselves with long-term plan- 
ning of our corporate activities, such as branching out into 
new markets, developing or taking on new product lines, 
expansion of capital plant’ and equipment, expansion of 
personnel, etc. Or the broad question as to whether we are 
going to continue to expand into new products, or decide to 
remain the same-size company, or even to contract our 
operations. A board member might even initiate think- 
ing on a particular subject of this kind. Conversely, manage- 
ment does initiate thinking. In practice, the very closeness 
of our management and directors obscures any line of demar- 
cation on such long-term planning, and decisions to study 
such things might best be described as coming out of their 
combined thinking.” 

“In our own experience, very few questions have come 
up of a borderline character. In each out-of-the-ordinary 
question, our counsel has had definite opinions as to whether 
stockholder action is required. Where there has been doubt 
under the state law, counsel has resolved it in favor of 
seeking stockholder approval, and our board has, with its 
eyes open, agreed with counsel’s advice. Thus we sub- 
mitted a general change and modernization of our by-laws 
(including the surrender by the stockholders of their pre- 
emptive rights) to the stockholders. We also got their ap- 
proval for a split in our stock, and later for an increase in 
authorized capital.” 


Industrial Machinery—Specialized: Powers Delegated 
to Management Vary Widely 


“The most effective policy to be followed is for the board 
to approve broad major policies, and for the management 
to be given leeway to put these policies into effect without 
restrictions as to details. As an example, our board approved 
a $15 million project involving acquisition of mines, plant 
construction and allocation of working capital for the 
project. At meetings of the board, the management reports 
progress on the project, but the board is not thereafter con- 
cerned with detailed allotment of funds so long as we stay 
within our over-all budget.” 


“Generally speaking, the board is responsible for deter- 
mination of all basic company policies. It also functions 
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according to the requirements of the various state laws. 
The directors do not delegate authority which ordinarily 
is considered their own. Specific examples of functions 
which are not delegated by the board are determination 


_ of basic organization structure, selection and removal of 
» corporate officers and major department heads, fixing com- 


pensation of corporate officers and major department heads, 
filling of vacancies in board membership, appointment of 


- outside auditors and advertising agencies, introduction or 


modification of employee benefit plans, and management of 
corporate income as regards surplus and dividend action.” 

“The authority of the board is supreme and it can limit 
the scope of the authority of the executives to dealing with 
routine matters or it can give the executives almost all of 


_ their powers. I have known companies of some size where 


any capital expenditure of over $50 had to come before 
the board. I know other cases where an executive can 
spend hundreds of thousands of dollars without consulting 
the board. 


“In our case, the directors pass on matters of principle 
and policy, usually upon recommendation by the manage- 
ment. As a rule, our directors do not delegate authority 
which is considered within their sphere.” 


“The directorate ordinarily does not approach stock- 
holders on problems which it possesses authority to handle 
without special stockholders’ approval. Occasionally, in- 
dividual directors may contact one or more of the principal 
stockholders to obtain their views on matters of basic 


‘company policy. No particular advantages or disadvantages 


have been discovered in such contacts with stockholders.” 


“T think directors should own stock, although I do not feel 
at all strongly that they should own substantial blocks of 
stock. I think there are individual cases where directors 
do not need to own stock. I have in mind particularly 
investment banking interests that might have representa- 
tion on a board. There are a number of regulations that 
make it very difficult if a director is also a stockholder and 
at the same time is handling the sale of securities for a 
company.” 


Instruments and Controls: Financial Control a Para- 
mount Function 


“Tn an organization as small as ours and where compara- 
tively little formality takes place in connection with di- 
rectors’ meetings and also where the board members and 
officers are usually one and the same individuals, there 
seems to be an invisible boundary of the functions of the 
board members and the corporate management. Board 
members seemingly perform only when it is desirable to 
have on the minutes of the company’s books a board action.” 

“Certain companies differ considerably in functions of 
the board of directors and corporate management. To a 
great degree, it depends upon the type of business and the 
past relationship which has existed between the directors 
and the management. If the directors are composed of men 
in the management, a meeting of the board may go very 
extensively into all phases of management and service. In 
other instances, such as banks and insurance companies, the 
functions of the directors relate largely to over-all factors 
having to do with corporate relations, issuance of stock, 
capital structure, profit factors, selection of officers, exten- 
sion of loans, etc. In this corporation, our directors’ func- 


tions have related primarily to the capital structure of the 
corporation, the issuance of notes of long-term obligations, 
general review of balance sheets and profit and loss state- 
ments each month. In recent weeks, there has been con- 
sideration of various propositions involving a pension plan, 
brought about through union negotiations.” 

“Where directors hold more than 50% of the outstand- 
ing stock, there may be a disposition to restrict the payment 
of dividends, and the directors may accordingly be criticized 
for such a procedure. On the other hand, if the stockhold- 
ings are very small, some outside stockholders may express 
the view that the directors, or even the management, do 
not have sufficient confidence in the corporation to justify 
an investment and thereby participate in the profits which 
may be payable.” 


Machine Tools: Executive Recommendations Carry 
Considerable Weight 


“In this corporation, the directors function primarily as 
the policy-making body, while the corporate management 
is responsible for actual operations within the scope of 
these policies. Actually, the principal executives are all 
members of the board and, therefore, are always fully in- 
formed regarding the actions and desires of the board.” 


“Our directors delegate almost 100% authority to the 
officers, but have monthly meetings where the activities of 
the previous month are completely reviewed.” 

“Our by-laws state that the president shall, subject to the 
control of the board of directors, have the general direction, 
control and management of the property and business of 
the corporation. Accordingly, the management handles all 
labor relations, general shop supervision, sales promotion 
and other matters of a like nature. It reports to the 
directors at their quarterly meetings. Appropriations for 
additions to plant and equipment are voted by the directors.” 

“The directors concern themselves largely with dividends, 
bonuses, officers’ salaries, pension and welfare programs, 
and charitable contributions. Even in these areas the rec- 
ommendations of the president are given very considerable 
weight. The officers pretty well run the company, and 
the directors have sufficient confidence in them not to 
interfere.” 

“In the past several decades, stockholders have voted 
on plans for profit sharing, pensions, bonuses and employee 
stock ownership. In some of these instances, stockholder ap- 
proval may not technically have been necessary, but it was 
sought as a matter of course.” 

“Tn the past twenty years no matters within the authority 
of the board to handle have been referred to a stockholders’ 
meeting. However, it is conceivable that situations might 
arise where the board, as presently constituted, would prefer 
to have the action taken by the stockholders. This refers 
specifically to such subjects as pensions for hourly workers.” 

“According to our by-laws, directors must own stock 
to qualify. Usually they will get along with ten shares, 
but I know a few stockholders have criticized such small 
holdings on the part of a director. I firmly believe a man 
can serve honestly and efficiently if he holds no stock what- 
soever in a corporation. Psychologically, it looks a little 
better if a director has some stock. Personally, I wish all 
our directors owned at least one hundred shares each, which 
is not true now.” 
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“Directors must own stock to qualify—a statutory re- 
quirement in this state. At the present time, less than 
10% of the voting stock is held by the directors. Adverse 
comments are frequently received from stockholders on 
the amount of stock owned by certain of the directors. 
We do not feel that the criticism is justified. We believe 
that the amount of stock held by the directors does not 
influence their judgment in the management of the busi- 
ness. Furthermore, we feel that large stockholdings by 
the directors might influence them in dividend policy that 
would be detrimental to the other stockholders.” 


Railroad Equipment: 
Small 


“The board delegates a great deal of authority to man- 
agement, which is in the hands of officers who have had, 
on the average, a score of years of employment with the 
company or its affiliates.” 


Director Holdings Necessarily 


“The board serves in the capacity of a trustee, safe- 
guarding and furthering the stockholders’ interests. It de- 
termines basic policies, elects officers, and reviews and 
appraises over-all results. Our directors leave the matter 
of determining salaries of vice presidents and other officers 
(except the president and board chairman) to the judg- 
ment of the president. There are, of course, many things 
which are initiated by the president and his staff that are 
presented to the board for approval rather than the board’s 
initiating such things and directing management to fol- 
low.” 


“Our directors must own stock to qualify as such. The 
shares of stock held by our directors amount to less than 
1% of the total. Some of our directors have been criticized 
in the past for not owning a substantial number of shares. 
Under our present tax laws, it is difficult to accumulate 
sufficient stock of any one company through savings. Be- 
sides, it is questionable whether having one’s eggs all in 
one basket is desirable from the standpoint of liquidity 
while living and of inheritance and estate taxes.” 


Nonferrous Metals: Pension Plan Endorsed by Stock- 
holders 


“In a company such as ours all of the principal executives 
are members of the board. These executives are virtually 
a working committee. They have direct responsibility over 
all phases of the business and see that other board members 
are sufficiently posted on matters of importance. In addi- 
tion to the usual matters, our board, as a matter of policy, 
retains direct control over all capital expenditures in excess 
of certain minor specified amounts which are left to the 
discretion of the executives.” 


“Several years ago, the board felt that it would be in 
the interest of both the employees and the shareholders 
to adopt a trusteed program to implement the company’s 
long-standing pension plan covering all employees. The 
board had complete power to deal with this problem, but, 
in view of the long-term implications, decided that it would 
receive the reaction of the shareholders to its recommenda- 
tions before putting the plan into effect. The shareholders 
overwhelmingly endorsed the plan.” 


“The laws require that each director own stock in his 


own right. Our directors as a group have a substantial 
financial interest in the company, but, in terms of percent- 


age of voting power outstanding, the total stock held by 
them is slightly under 1%. As to the criticism sometimes 
advanced against directors for not owning stock, my own 
view is that while it is very desirable to have a number of 
directors who, in terms of their own resources have made 
an appreciable investment in the company, the essential 
requisite is to have the board manned by a group of men 
who have demonstrated unusual ability in differing fields 
of activity.” 


Office Equipment: Maximum Authority to Executives 


“In our company there is a very marked difference be- 
tween the board and the corporate management, since only 
one of the directors takes an active part in the operation of 
the company. Our board delegates practically 100% author- 
ity to the officers and management groups, periodically 
making an investigation on different operations.” 


“Our board realizes that the management must be con- 
trolled by the officials and that the functioning of the 
board is primarily one of an advisory nature. The board 
passes on such matters as large capital expenditures, and 
changes of policy affecting sales and sales promotional 
activities, but usually the recommendation of our president 
is accepted by them.” 


Steel: Stockholders Act on Pensions 


“All capital expenditures above $5,000 have to go to 
the board for approval. The board for several years past has 
given management the authority to approve capital ex- 
penditures under $5,000. Salaries or compensation of all 
elected officers are determined by the board. All salaries 
or compensation for employees, other than elected officers, 
are considered a function of the management except in the 
case of additional compensation which has been set up 
by action of the stockholders and the board.” 


“Management outlines the desirability of capital expendi- 
tures and estimates both the cost and the return. The 
whole plan is written up and submitted in advance of a 
directors’ meeting. At the meeting, the directors vote on 
whether to authorize the expenditure for the job. If they 
do, the management carries the project through to com- 
pletion.” 


“The directors delegate all authority to the management 
as may be legal, within, however, certain prescribed limits 
recommended by the management. They act on such 
matters, for example, as all salary adjustments in excess of 
$15,000 a year, all capital expenditures in excess of $50,000, 
bonus plans, real estate transactions, etc.” 


“While the board believes in keeping the stockholders 
fully informed concerning major problems, it does not at- 
tempt to ask for stockholder approval on matters that it 
has authority to act upon. We believe that any important 
problem worthy of such consideration would be very diffi- 
cult to present in writing to a diversified group of stock- 
holders, most of whom would probably not understand the 
point at issue but would not hesitate to comment freely. 
This might involve considerable correspondence to no 
particular advantage to the company or the stockholders.” 


“We believe that the stockholders select the directors 
to set the policy for the corporation and that it is the duty 
of the directors to do so without bothering the stockholders.” 
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